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AUTHOR’S NOTE 


In the literature on corporate profits, income administra¬ 
tion, and cycle theory, there is an unusual conflict in deductive 
conclusions concerning the merits of surplus accumulation. 
While statistical studies agree that American corporations have 
consistently reinvested much of their profits, they by no means 
agree that stockholders eventually receive these withheld earn¬ 
ings during depression periods. The same data are used to show 
that the reinvesting of earnings is to the best interest of stock¬ 
holders, and that the withholding of earnings is to the stock¬ 
holders’ detriment. 

The inability to reach satisfactory conclusions is due to a 
surprising lack of data which reflect the experience of specific 
companies over a period of years. This study is an attempt to 
meet the need for a thorough analysis of the earnings of specific 
enterprises over at least one complete cycle, with the objective 
of showing how much of the profitable period earnings were re¬ 
invested as compared with the amounts paid in cash dividends, 
how the withheld earnings were invested, and what eventually 
happened to the investment. 

It is an almost impossible task to assimilate and present cor¬ 
porate financial history in a manner which emphasizes income 
administration except by including formidable and deadening 
detail without which such a study loses its chief virtue. Inade¬ 
quate reports, inconsistencies in accounting procedures, lack of 
comparable data, especially in valuation of properties, and jug¬ 
gling of reserve accounts, surplus balances, and stated capital, 
are a few of the technical annoyances. 

The data presented in this study were assembled while the 
author was an instructor in accounting at the University of 
Michigan. Throughout the preparation of the manuscript Pro¬ 
fessors W. A. Paton, R. G. Rodkey, and M. H. Waterman 
gave valuable assistance and to them my indebtedness is grate¬ 
fully acknowledged. Professor R. U. Ratcliff, Assistant Direc¬ 
tor of the Bureau of Business Research, made available clerical 



assistance which greatly facilitated assimilation of the data and 
for his many favors I express appreciation. For reading parts of 
the manuscript, for helpful comments, and for many sugges¬ 
tions at various stages of the study, acknowledgment is given 
Professors O. W. Blackett, H. S. Ellis, H. F. Taggart, C. E. 
Griffin, and Dr. Rufus S. Tucker. 
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Chapter 1 

THE PROBLEM OF INCOME ADMINISTRATION 

Need for Detailed Study of Corporate 
Income Administration 

From many sources there is voiced a growing desire for 
more detailed and specific data describing results of operating 
our corporate institutions. Governmental agencies, tax authori¬ 
ties, students of economics, and those interested in the social 
sciences generally are inquiring into such subjects as excess 
profits, size of companies and consequences thereof, dividend 
policies, marketing procedures and pricing policies, capital 
structure, payments to labor, methods of issuing securities, 
amount and nature of corporate surplus, and other detailed fac¬ 
tors of corporate life. Particula r attention is being given to the_ 
problem of the division of corporate income between payments _ 
to stockholders and additions to surplus^and to the manner of_ 
investing earnings retained. Many believe that maladministra¬ 
tion of prosperity earnings by the large corporations contributed 
greatly to the economic collapse of 1929 and the subsequent de¬ 
pression, and maintain that cyclical behavior may be explained 
by this process of automatic saving and unwise investing. On 
the other hand, many writers and corporate officials point with 
satisfaction to the service performed by surplus reserves in car¬ 
rying corporations through the years of severe losses. 

There are few inductive studies which show specifically how ‘ 
much individual companies have earned over a long period of 
time, what portion of the earnings were reinvested, or how the 
retained earnings were utilized. Of even more significance, 
there are no comprehensive analytical efforts designed to dem¬ 
onstrate whether operating expenses and dividend payments are 
made possible during a depression by the accumulation of re¬ 
serves during a prosperous era. In a concluding chapter of a re¬ 
cent publication by the National Bureau of Economic Research, 
Solomon Fabricant points out the need for further analysis of 
accounting records and specifically states that we need more 
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detailed information regarding corporate savings and how the 
savings have been invested. 1 

Most studies dealing with corporate savings are based upon 
data compiled by the Internal Revenue Department. S. H. 
Nerlove, W. L. Crum, and others who have used the data most 
extensively in studying corporate profits express dissatisfaction 
with the aggregate figures and indicate a desire for more de¬ 
tailed data. 2 * 4 The undistributed profits tax and repeal of the tax 
are more recent factors tending to focus attention upon earnings 
and savings of specific enterprises. In his writings upon the un¬ 
distributed profits tax, A. G. Buehler expressed a desire to ob¬ 
tain data indicating the specific uses of corporate savings in or¬ 
der to deal with the question concerning the extent to which 
corporate savings have been abused in recent years.* 
‘‘Accumulated corporate surpluses are widely credited with 
having cushioned the shock of the depression and statistics com¬ 
piled by the Internal Revenue Department are used to prove 
the case. But no one has shown precisely how the surplus has 
functioned, and some economists are candidly skeptical of the 
proof submitted, as indicated by the following: 

Prevalent opinion is that business enterprise created employment 
during the depression by spending accumulated surpluses. Income esti¬ 
mates, which show that income paid out exceeded income produced, 
have been used to prove this view, but this is a misuse of these income 
data, which in reality indicate disinvestment, and hence less employ¬ 
ment.* 

Detachment of Ownership in Large Corporations 

The problem of corporate income administration is of vital 
public interest, in contrast to the affairs of single ownerships 
and partnerships. In theory as well as in practice, whatever a 


1 W. A. Paton, Corporate Profits as Shown by Audit Reports , National Bu¬ 
reau of Economic Research (New York: 1935), pp. 110-11. 

2 S. H. Nerlove, A Decade of Corporate Incomes (Chicago: University of 
Chicago Press, 1932), p. vii. 

8 A. G. Buehler, The Undistributed Profits Tax (New York: McGraw-Hill 
Book Company, Inc., 1937), p. 79. 

4 D, D. Humphrey, “The Relation of Surpluses to Income and Employment 
During Depression,” The American Economic Review , Vol. XXVIII, No. 2, 
June, 1938, p. 223. 
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personally owned business organization makes belongs to the 
owner and his motives are rarely questioned, whether he builds 
a new plant, takes a trip to Europe, or invests his earnings in 
downtown real estate, government bonds, or South American 
securities. 

The results of operating a corporate enterprise are viewed 
much more critically because of the vital element of managerial 
stewardship. In the United States today there are more than 
half a million corporations which file tax returns with the Bu¬ 
reau of Internal Revenue. Many of these corporations are rela¬ 
tively small semiprivate enterprises, but the “big” companies 
own a large portion of the aggregate invested assets and they 
account for more than one-half of all corporate income. Table 1 


Table 1—Proportion of Annual Net Income of All Industrial 
Corporations Produced by One Thousand Largest Corporations, 

1920-35 


(Amounts in millions of dollars) 


Year 

Total Net Income 
of All Industrial 
Corporations 

Net Income of One Thousand 
Largest Corporations 

Amount 

Per Cent of 
Industrial Total 

1920 

$6,899 

$3,612 

52.4 

1921 

3,597 

2,062 

57.2 

1922 

6,076 

3,109 

51.2 

1923 

7,453 

3,831 

51.4 

1924 

6,591 

3,625 

55.0 

1925 

8,060 

4,515 

56.0 

1926 

8,337 

4,899 

58.7 

1927 

7,459 

4,225 

56.6 

1928 

8,646 

5,111 

59.1 

1929 

9,456 

5,889 

62.3 

1930 

6,429 

3,716 

57.8 

1931 

3,683 

2,325 

63.1 

1932 

2,153 

1,565 

72.7 

1933 

2,986 

1,804 

60.4 

1934 

4,275 

2,506 

58.6 

1935 

5,165 

2,579 

50.0 


Source: Compiled from Statistics of Income for 1933 , and Statistics of Income 
for 1935: U.S. Treasury Department, Bureau of Internal Revenue, Government 
Printing Office, Washington, D.C., pp. 47 and 48, 1933, and p. 22 of 1935. 
(Number of companies approximately one thousand of the largest. Varies due to 
classifications. Figures before 1930 adjusted to a basis comparable with later 
figures.) 
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emphasizes the relative importance of the large corporations in 
producing the annual net income of all industrial corporations.' 

Between 1920 and 1936, 300,000 to 500,000 corporations 
filed income tax returns each year, yet only 1,000 of the largest 
accounted for some 55 per cent of the total net income.* Two 
hundred of the very largest corporations were responsible for 
35 per cent of the net income, while the next 800 in size pro¬ 
duced 20 per cent of the total. The National Industrial Confer¬ 
ence Board estimates that the national wealth at the end of 1928 
amounted to $360,062,000,000, and year end total assets of the 
200 largest corporations aggregated $81,077,000,000 which is 
about 22 per cent of the estimated total. 7 

The significance and importance of these large corporations 
and their contribution to our productive capacity are made more 
vivid when gross revenue figures of corporations are compared 
with those of single ownerships and partnerships. There are 
1,500,000 individually owned and partnership enterprises in 
this country, according to the last census figures available. The 
gross sales or production of corporations comprising the whole 
national income for 1933 was $142,000,000,000, and the gross 
sales or production of the individual enterprises and partner¬ 
ships was $30,000,000,000, giving a grand total of $172,000,- 
000,000.* From these figures it appears that 1,000 of the larg¬ 
est corporations do nearly 3 times as much business as all the 
single ownerships and partnerships combined. 

Securities of most large companies are traded on organized 
exchanges and are in general widely held with the total cor¬ 
porate ownership to a considerable degree diffused. The Fed¬ 
eral Trade Commission compiled data from 4,367 representa¬ 
tive corporations showing the distribution of stock ownership in 
1922. From the sample selected, total par value of common 

5 In terminology used by the Revenue Department, these companies are 
classed as nonfinancial enterprises. Financial enterprises, in the language of the 
Internal Revenue Department, include banks, insurance companies, investment 
trusts, building and loan associations, and similar institutions. 

6 Not all corporations reported net income, of course, because a corporation 
must file a tax return whether it makes a profit or not. 

7 The Conference Board Bulletin , No. 38, National Industrial Conference 
Board, February 25, 1930, p. 303. 

* Hearings Before the Committee on Finance , United States Senate on H, R. 
I3 39Si 1^36, pp. 887-928. 



CORPORATE PROFITS 


5 


stock held by officers of the corporations was 10.7 per cent of 
outstanding common, and management owned 5.8 per cent of 
preferred stock outstanding. 9 

Separation of active control from ownership is more pro¬ 
nounced in the very largest corporations. R. A. Gordon’s recent 
study based upon the two hundred “giant” industrial corpora¬ 
tions which Berle and Means 10 found to be the largest in the 
United States in 1929, shows that officers and directors of the 
largest industrial institutions own 3.6 per cent of the outstand¬ 
ing voting stock. However, in 17 per cent of the companies, 
management owned between 10 per cent and 25 per cent of the 
voting stock. The author concludes that management alone, on 
the average, tends to own an extremely small portion of the vot¬ 
ing stock. 11 

A recent study of security markets made by the Twentieth 
Century Fund estimates that in 1930 there were 10,000,000 in¬ 
dividual stockholders, and that in 1932 the number had in¬ 
creased to approximately 11,000,000 individuals. 12 

Without critical examination of analytical methods, sources 
of information, or adequacy of samples, one can accept the gen¬ 
eral implications suggested by the figures just presented. Large 
corporations are a dominant element in the United States indus¬ 
trial life. Control and management of much of business activity 
is delegated to a small group who manage but do not own. The 
element of stewardship is ponderous. 

Conflict of Interests 

How have the small investors, who really constitute the 
large majority of common stockholders and who actually own 
these great corporations, been treated year after year? How suc- 
cussful have well known corporations been as business entities, 

0 Federal Trade Commission, National Wealth and, Income (New York), 
Table 90, p. 159. 

10 A. A. Berle, Jr., and G. C. Means, The Modern Corporation and Private 
Property , Book 1, Chap. III. 

11 R. A. Gordon, “Ownership by Management and Control Groups in the 
Large Corporation,” Quarterly Journal of Economics , Vol. HI, No. 3, 1938, pp. 
367—400. 

12 Twentieth Century Fund, The Security Market (New York: 1935), pp. 
50-53. 
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and have policies of income administration followed by the 
management been compatible with desires and best interests of 
the small owner? 

It is easily understood that the ambitions of the manage¬ 
ment and desires of the many small investors may not always 
be harmonious. The “profit motive” guides owners under a 
capitalistic system of free private enterprise, prices, and compe¬ 
tition, according to classical economists. In our economic society 
some 55 per cent of corporate income is produced by large insti¬ 
tutions which are about 10 per cent owned by the managers. If 
profit is the motive, we may ask—profit to whom? Profit to the 
management appears in the form of high salaries, bonuses, divi¬ 
dends, appreciation of shares owned; and it may also result from 
inside knowledge of what may happen to the market price of 
shares, or from personal dealings between the management as 
individuals and the management as corporation officials. Profit 
to the small stockholder appears in the form of cash dividends 
and in market appreciation if he elects to engage in speculative 
trading. 

Reasons for Surplus Accumulation 

In American financial policy there has long existed the be¬ 
lief that a substantial portion of the earnings should remain in 
the business, and many reasons and arguments are introduced 
to justify the practice. Traditionally it has always been re¬ 
garded as sound policy and a commendable virtue to save for a 
rainy day, although in recent years the practice has been ques¬ 
tioned and even branded as an evil.* Most business is subject to 
cyclical and seasonal influences, and the very fact that earnings 
are substantial in one period is popularly regarded as evidence 
that a less profitable or unprofitable season must be ahead^This 
urge to save, based upon the theory of “what goes up must come 
down,” is discussed at length by Foster and Catchings in 
Profits. 1 * Keynes goes even farther with the rainy day idea as an 
urge to save and in somewhat spicy language suggests that sav¬ 
ing becomes an obsession and an end in itself. 14 

18 W. Catchings and W. F. Foster, Profits (Boston: Houghton Mifflin Com¬ 
pany, 1925), pp. 241-43. 

14 H. M. Keynes, Essays in Persuasion (New York: Harcourt, Brace & Com¬ 
pany, 1932), p. 370. 
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The most common and plausible reason for minimizing divi¬ 
dends arises in the plea for sheer conservatism. Conservatism 
in the distribution of corporate income is necessary on three 
counts. In the first place, the measurement of income is based 
upon postulates, estimates, assumptions, and judgments made 
by the accountant, and the reported figures are subject to con¬ 
siderable correction depending upon future events and economic 
trends which may be beyond managerial control. The difficulty 
of measuring periodic income is well understood and it is suffi¬ 
cient to say that business executives feel justified in accepting 
income figures with several grains of salt. 

A second and closely related reason why annual income 
figures need to be regarded conservatively rests upon the arbi¬ 
trary time intervals commonly used. In capital goods indus¬ 
tries, especially, the productive process moves slowly, and it is 
almost sheer speculation to compute net income for one calendar 
year. Manufacturers made much of this point in testimony be¬ 
fore the Senate Finance Committee before the passage of the 
Undistributed Profits Tax. 18 

Even if annual reported income figures could be accepted as 
absolutely accurate, there would still be some justification for 
conservatism in disbursing dividends because earnings fluctuate 
from year to year. Business managers point out in this connec¬ 
tion that all profits paid out in good years with no reserve to 
absorb losses in poor years would eventually lead to complete 
liquidation of the enterprise. This position probably overstates 
the case, but it is easy to see that lack of working capital might 
become a serious problem from time to time under such cir¬ 
cumstances. 

Earnings are reinvested in American corporations because 
managers and investors alike desire to see their enterprise grow. 
Corporate management has reasoned that in a growing industry 
in a young country there must be ample room for expansion; 
that the business enterprise should invest earnings where the 
rate of return would be most attractive; and that the proper 
place is none other than the business itself. This attitude justi¬ 
fies retention of earnings for nearly any purpose and it is there¬ 
fore considered proper financial policy to withhold current 

15 Testimony of Frederick V. Grier, President of Cincinnati Milling Ma¬ 
chine Company, Hearings Before Finance Committee, op. cit p. 510. 
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income from stockholders in order to facilitate any of the fol¬ 
lowing corporate needs: 

1. Strengthen the financial (working capital) position 

2. Increase productive capacity 

3. Eliminate an original overcapitalization (squeeze out 
the water) 

4. Make it possible to pay dividends more regularly 

5. Strengthen the long run credit position 

6. Accumulate reserves as a protection against such hazards 
as a general depression, a changing demand for products, the 
possibility of new tax liabilities, and other contingencies 

7. Set aside reserves in order to comply with legal require¬ 
ments for dividends 

8. Provide funds for the retirement of corporate securities 

Undoubtedly there are other strong motives for reinvesting 
earnings which are hardly considered ethical even if consonant 
with sound finance and within the law. The plowing back of 
profits in order to reduce surtaxes on the income of wealthy 
stockholders has been much criticized in governmental circles 
and by those who feel that such procedure is unjust to smaller 
stockholders who would prefer a cash dividend. Moreover, on 
occasion surpluses have been accumulated by boards of directors 
who wished to manipulate the corporation’s security prices or in 
order to speculate in inventories or in securities of other com¬ 
panies. 

It is probably true that some managements gave little con¬ 
sideration to the needs or wishes of small investors in formulat¬ 
ing dividend policies during the 1922-36 period, and that re¬ 
tained earnings resulted more from selfish reasons than from 
general conservatism. Dewing suggests that management 
chooses to expand and therefore to retain earnings in order to 
satisfy personal ambition, to appease the creative impulse, and 
to satiate the desire to speculate. 1 * 

One should not be too severe in criticizing particular indus¬ 
tries and specific corporations for retaining substantial portions of 
their 1922-30 profits even if they were lost in the early thirties 

18 A. S. Dewing, Financial Policy of Corf orations (New York: The Ronald 
Press, 1934), pp. 694—97. 
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because of inventory price declines and idle plant facilities. 
The motives may have been commendable even if based upon 
economic fallacies and misconceptions and a popular custom of 
the times. Moreover, legal considerations, often none too 
soundly grounded, have had a bearing. The legal fiction which 
requires a surplus before dividends can be paid in excess of cur¬ 
rent earnings encourages corporate savings. Particular corpora¬ 
tions such as banks and insurance companies are subject to a 
variety of restrictions upon their dividend payments on the as¬ 
sumption that surplus is necessary for the protection of deposi¬ 
tors and policyholders, and they are required by law to accumu¬ 
late a surplus. Bond contracts of industrial enterprises often 
provide for restrictions upon dividend payments in order to in¬ 
crease the stock equity as added protection for the creditors. 

Many of the reasons given for retaining earnings have little 
merit, and there is considerable justification for the criticism of 
corporate savings. However, the chief explanation of small 
dividends is often overlooked. Much of the corporate saving 
during prosperous periods is semiautomatic and largely inevi¬ 
table, and corporate managers may exercise little deliberate 
choice or control over the portion of earnings retained. When 
revenue volume is increasing, additional physical inventory is 
needed and increased unit costs require a substantial increase in 
inventory investments. Increased sales volume means a greater 
necessity for increased plant capacity and improved productive 
processes. When plant capacity is increased there is more pres¬ 
sure to sell, which leads to greater commitments in receivables. 
In order to profit from rising business volume this process is 
probably inevitable, and it might prove very difficult for man¬ 
agement to avoid the increase in receivables, inventories, and 
plant facilities. The payment of dividends is considered at pe¬ 
riodic dates usually months apart, and the cash balance and cur¬ 
rent position are likely to appear much more relevant than cur¬ 
rent income or surplus reserves in determining appropriate 
action. 

Effectiveness of Corporate Reserves 

Those familiar with the literature in the fields of cor¬ 
porate finance and accounting will recall any amount of eulogy 
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on the effectiveness of corporate surplus and the wisdom of re¬ 
taining profits of prosperous periods in order to pay wages and 
dividends through depression years. Investors have been taught/ 
to pay lip service to the theory that reinvested profits and ac-j 
cumulating surplus reserves will result in a stable dividend rate 
which redounds to the benefit of stockholders. At the peak of 
the prosperous twenties L. H. Sloan of Standard Statistics 
wrote: 

For a time at least even when earnings are low or nil, interest and 
current dividend obligations will be met out of surplus. There is ample 
basis for the belief that, in the past, the total payments annually to se¬ 
curity owners has been one of the most stable elements in our economic 
structure . 17 

Along this same line, T. J. Kreps in a study of dividend 
disbursements and interest payments from 1929-32 concludes 
that a substantial portion of the interest and dividend payments 
came from surplus. 18 

Dr. E. R. A. Seligman, former president of the American 
Economic Association, has written that if corporations “set aside 
nothing for reserves and then have a succession of bad years 
they may be forced into bankruptcy.” 18 

Noel Sargent, representing the National Association of 
Manufacturers, made the following statement in testimony be¬ 
fore the United States Senate Committee on Finance on May 
7, 1936: 

Largely because of the existence of corporate surpluses it has been 
possible to maintain dividend payments in many companies during a 
period when earnings were not sufficient to permit such payments . 80 

Many other economists and businessmen testified before the 
Senate Finance Committee in 1936 in an effort to prevent pas¬ 
sage of the Undistributed Profits Tax. A. A. Ballantine, repre- 

17 L. H. Sloan, Corforation Profits (New York: Harper & Brothers, 1929), 
p. 265. 

14 T. J. Kreps, “Dividends, Interest, Profits, Wages, 1922-35,” Quarterly 
Journal of Economics, August, 1935, p. 573. 

18 E. R. A. Seligman, “Taxes on Surplus Called a Danger,” Nev> York 
Times, March 22, 1936, Section 3, pp. 1, 6. 

*° Testimony of Noel Sargent, Hearings Before Finance Committee, of. cit., 
p. 659. 
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senting the Merchants Association of New York, presented 
figures showing that all business during the five years 1930-34 
paid out $26,500,000,000 more than was produced by those 
businesses. 21 Mr. James Emery, General Counsel of the Na¬ 
tional Association of Manufacturers, said: “The facts demon¬ 
strate that corporate dividend payments over the past fourteen 
years are substantially 25 per cent in excess of earnings, and this 
has been particularly true in the field of manufacture.” 22 

Solomon Fabricant of the National Bureau of Economic Re¬ 
search has directed extensive research delving into corporate 
earnings and savings, most of the investigation being based upon 
income tax data. From these aggregate figures Mr. Fabricant 
writes the following conclusion: 

During the post-War period a substantial portion of earnings (after 
taxes) was retained in the form of corporate savings. For the eight 
years, 1922—1929, these savings amounted to 32 per cent of net income 
after the deduction of income taxes. But the crash changed the situa¬ 
tion completely, and by the end of 1932 accumulations of more than a 
decade had been drawn upon to sustain at least partially the income of 
stockholders. During only three years, 1930, 1931, and 1932, the 
profits saved in the preceding ten years were disbursed. Fortunate in¬ 
deed were those with such a reserve upon which to draw. 

A footnote qualifies the above statement: 

These figures refer to the aggregate of all corporations. If the large 
corporations in which dividends constitute the chief means of distribut¬ 
ing earnings were considered separately the reduction of surplus would 
not be so marked. 2 ® 

Joseph P. Kennedy in a feature article in The Saturday 
Evening Post extols the virtue of corporations in providing a 
reserve against the inevitable rainy day and points out that mil¬ 
lions of people have become investors in securities and count 
upon continuity of their dividend returns in budgeting their 
living expenses. 24 Has the rainy day reserve to which Mr. 

21 Ibid., testimony of A. A. Ballantine, p. 422. 

22 Ibid., testimony of James Emery, p. 682. 

28 S. Fabricant, Recent Corporate Profits irt the United States (New York: 
National Bureau of Economic Research, April 18, 1934), Bulletin No. 50, 

pp. 10—11. 

24 J. P. Kennedy, “Big Business, What Now?,” The Saturday Evening Post , 
June 16, 1937, p. 80. 
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Kennedy refers provided “continuity of dividend returns” and 
“the continuous flow of dividends”? 

It is customary for standard texts to mention the advisa¬ 
bility of creating a surplus in order to pay dividends in lean 
years. For example, page 594 of The Financial Handbook 
says: 

In most corporations it is expected that earnings will fluctuate. The 
regularization of dividends recommended above may be accomplished 
in the face of fluctuating earnings by paying out of the profits of pros¬ 
perous years only a portion of the earnings, reserving the remainder in 
a dividend reserve or in a surplus account. This may be drawn upon for 
dividends in lean years. 25 

Again on page 581 of the Handbook is the following: 

Intermittent dividends, dependent upon the amount and frequency 
of net earnings may be distributed; or the directors may retain in 
earned surplus an amount sufficient to regularize dividends in spite of 
fluctuations of net earnings. 

Every stockholder should know by this time that dividends 
do not come from surplus and that directors may retain in 
earned surplus an amount sufficient to regularize dividends and 
still not pay any dividends when earnings decline. 

From accounting texts come the following statements: 

The total amount of earned surplus is available for dividend declara¬ 
tion but sound business policy dictates that a reasonable portion of the 
profits of each year be retained in the Company for the following rea¬ 
sons ... To provide funds out of which dividends may be paid in years 
when losses are sustained or the profits are small. 20 

A surplus should be accumulated to meet unexpected losses and for 
other unseen contingencies. When this is done, if it seems wise, this 
surplus may be drawn upon to pay dividends in poor years when the 
profits are not sufficient for that purpose, and in this way dividends be 
equalized. 27 


25 R. H. Montgomery, The Financial Handbook (New York: The Ronald 
Press, 1937). 

2a R. L. Mannix, Accounting for Corf orations (Boston: Insurance Press, Inc., 
1934), p. 122. 

27 R. J. Bennett, Corf oration Accounting (The Ronald Press, 1920), p. 134. 
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Corporations that are conservatively managed prefer to retain all 
earnings over the amount of reasonable dividends as a fund that will be 
available in case of economic depression or unforeseen contingencies. 28 

In the management of Surplus, it is not the usual policy to dis¬ 
tribute the entire amount available. Rather some should be retained in 
the business until at least a sufficiently large amount has been stored up 
to assure a fairly regular continuance of dividends during periods of poor 
business as well as when business is prosperous. 28 

Just how does the retention of earnings in a profitable year 
provide a “fund that will be available in case of economic de¬ 
pression,” or a “fund out of which dividends may be paid in 
years when losses are sustained,” or a “surplus which may be 
drawn upon to pay dividends in poor years,” and how is it that 
a corporate surplus may be “stored up to assure a fairly regular 
continuance of dividends during periods of poor business”? 

Typical of the statistical data frequently presented to show 
the effectiveness of corporate reserves is the following excerpt 
from an article by G. H. Sage. 

NECESSITY OF FINANCIAL RESERVES 

i The building up of adequate financial reserves, therefore, through 
i the prosperous years for use in depression years as rainy day reserves, ap- 
S pears not merely desirable but in fact essential. In this connection the 
! experience of American industry over the past decade and a half, espe¬ 
cially in the last few years of the depression, is exceedingly revealing. 
From official treasury figures it appears that during the prosperous pe¬ 
riod 1922—1929 earnings generally increased; only part of them how¬ 
ever, were distributed in the form of dividends, the balance being re¬ 
tained in the business. In the period 1930-1933, however, although 
earnings changed into substantial losses, dividends continued to be paid 
out of the surplus previously accumulated from undistributed earnings. 
For the 13 year period, in fact, dividends aggregated $50,700,000,000 
as against $41,000,000,000 of final net income. Moreover, for the period 
1930—1934 the disbursements of corporations exceeded receipts by 
$26,600,000,000, all, it is to be noted, from so-called rainy-day re¬ 
serves. 8 ^ 

28 J. O. McKinsey and H. S. Noble, Accounting Princifles (South-Western 
Publishing’Company, 1935), p. 454. 

29 R. B. Kester, Princifles of Accounting (The Ronald Press, 1939), p. 468. 

80 G. H. Sage, “Dividend Policy and Business Contingencies,” Harvard Busi¬ 
ness Review , Winter, 1937, p. 251. 
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The fallacy of such reasoning is easily demonstrated. Sup¬ 
pose only fifteen companies made reports to the treasury depart¬ 
ment over the period 1922-33. Before 1930 let us say each 
company retained one-half the total net income thereby creat¬ 
ing rainy day reserves. It is entirely possible and reasonable to 


assume a 1930-33 record somewhat as follows: 

Net Income of Five Companies, 1930—33-$10,000,000 

Dividends Paid by These Companies, 1930-33— . 9,000,000 
Earnings Retained by Five Profitable Companies ..$ 1,000,000 

Net Loss of Ten Companies, 1930-33 - 5,000,000 

Dividends Paid by These Companies, 1930-33 — -0- 

Dividends Paid from Surplus, 

Fifteen Companies Combined-$ 4,000,000 


So far as official treasury figures are concerned, we could 
say the net income was $5,000,000, dividends of $9,000,000 
were paid, and $4,000,000 came from earnings retained in the 
twenties. 

That surplus reserves do not insure corporate financial 
stability is hardly to be questioned, and there is considerable evi¬ 
dence that reinvestment of earnings may be made at the stock¬ 
holder’s expense. From time to time various writers have sug¬ 
gested that earnings should be distributed in large measure in 
the year earned regardless of the surplus situation, and that 
when funds are needed in the enterprise new capital should be 
secured through the issue of rights or through the regular capi¬ 
tal markets. The 1936 Revenue Act taxing undistributed profits 
was specifically in line with this doctrine.* 1 

81 George C. Haas, treasury expert testifying before the Committee on Fi¬ 
nance, United States Senate, in 1936 said: 

“It is argued by some that stockholders may be reluctant or even unwilling 
to reinvest in any given enterprise any large fraction of the earnings distributed 
to them in dividends. But this argument assumes that corporate management may 
justly reinvest earnings in a particular enterprise against the desire of the stock¬ 
holders. In the last analysis, however, the earnings of a corporation belong to its 
stockholders^ and stockholders are entitled to exercise a choice, which, under the 
present corporate practices they do not always possess, with respect to the disposi¬ 
tion of these earnings. In so far as one effect of the proposed change will be to 
encourage corporate managements to obtain the consent of their stockholders for 
capital expansion, and to give to stockholders, the real owners of the corporation, 
a greater control over the disposition of their earnings, this effect is altogether de¬ 
sirable.” 
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Rexford G. Tugwell, prominent in the early days of the 
, New Deal, deplores the disturbing effects of corporate savings 
as contributing toward business fluctuations. He refers to the 
inexpert self-allocation of capital and explains that corporate 
surpluses are converted into industrial equipment by individual 
businesses without any general check on the likelihood of effi¬ 
ciency in use. Such a system in his opinion results in over¬ 
equipped and overexpanded companies and industries in some 
cases, while other concerns and industries starve for lack of 
capital. 82 

It should not be inferred by any means that government 
officials are the only ones that believe stockholders or the in¬ 
vestment market should direct the flow of earnings, savings, or 
new capital into industry. In his article “Depreciation and Sav¬ 
ings,” published in The Accounting Review , H. G. Kimball ob¬ 
jects to withholding from the investor amounts charged to de¬ 
preciation and not invested in plant assets during the fiscal year. 
He maintains that such action is harmful and results in dissipa¬ 
tion of savings instead of their preservation. 83 

The Financial Handbook voices some doubt concerning the 
policies of income administration followed in the past and points 
out that large surpluses create investment problems, that big¬ 
ness is an obsession of American business, and that present evi¬ 
dence of tremendous excess of productive capacity in certain 
lines of industry indicates unwise expansion. 84 

Just prior to 1920 corporate enterprises had made a tremen¬ 
dous amount of war profits. David Friday estimates that not 
more than one-fourth and probably not more than one-fifth of 
that profit ever was actually received by the stockholders. 85 
Means and Ware, in The Modern Economy in Action, question 
the efficacy of corporate management in administering the earn¬ 
ings and suggest that the investors’ interest is almost as com¬ 
pletely at the mercy of the corporate control as is that of the 

88 R. G. Tugwell, The Industrial Discipline (New York: Columbia Univer¬ 
sity Press, 1933), pp. 203-27. 

**H._G. Kimball,. “Depreciation and Savings,” The Accounting Review, 
December, 1935, pp. 365-69. 

84 Montgomery, op. cit., p. 595. 

88 D. Friday, Profits, Wages, Prices (New York: Harcourt, Brace & Com¬ 
pany, 1921), p. 68. 
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worker. They emphasize the fact that state laws which once 
limited the things which the directors of corporations could do 
with their stockholders’ money have been liberalized, since 
states compete with one another for the lucrative business of 
chartering corporations and collecting from them taxes and fees. 

In this situation, many stockholders have found that their board 
of directors is most adept at keeping the company’s earnings from reach¬ 
ing them. Many and various devices are familiar to the student of cor¬ 
porate practices and to the stockholder who wonders what has hap¬ 
pened to his expected dividends and to the market value of his stock. 
Large salaries may be paid to both necessary and superfluous officers— 
to the ever-convenient battery of vice-presidents, for instance; con¬ 
tracts for services, or for the purchase of supplies at exorbitant prices, 
may be given to companies in which directors have large interests; fifty- 
seven different varieties of stock issues may be brought out, each so com¬ 
plicated that the ordinary stockholder could not possibly be expected to 
understand the rights to which he was or was not entitled . 86 

Graham and Dodd in examining the investor’s interests in 
corporate profits and surplus are equally dissatisfied with com¬ 
mon practices, and contend that stockholders are entitled to re¬ 
ceive the earnings on their capital except to the extent they 
decide to reinvest in the business, and that management should 
retain or reinvest earnings only with the specific approval of 
the stockholders. 

If it should become the standard policy to disburse the major 
portion of each year’s earnings (as is done abroad), then the rate of 
dividend will vary with business conditions. This would apparently in¬ 
troduce an added factor of instability into stock values. But the objec¬ 
tion to the present practice is that it fails to produce the stable dividend 
rate which is its avowed purpose and the justification for the sacrifice it 
imposes. Hence instead of a dependable dividend which mitigates the 
uncertainty of earnings we have a frequently arbitrary and unaccount¬ 
able dividend policy which aggravates the earnings hazard. . . .In the 
end such fluctuations will work out more to his advantage than the pres¬ 
ent method of attempting, usually unsuccessfully, to stabilize the divi¬ 
dend by large additions to the surplus account . 87 


88 G. C. Means and C. F. Ware, The Modern Economy in Action (New 
York: Harcourt, Brace & Company, 1936), pp. 50-51. 

87 B. Graham and D. L. Dodd, Security Analysis (New York: McGraw-Hill 
Book Company, 1934), pp. 334-35. 
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The mere retention of earnings during periods of prosperity 
does not assure divide nds at a later datej especlally during years 
'when the business operates at a loss. There are many who Insist 
that.retention of earnings from a profitable year may have little* 
if any influence upon ability to pay dividends at any later time. 
That it is advantageous to stockholders if a large portion of 
earnings is retained in the business rests upon two assumptions. 
The basic premise assumes that whatever benefits the company 
is immediately of advantage to the stockholder. The conclusion 
that stockholders benefit when earnings are retained follows 
logically from the assumptions, but whether it is more advan¬ 
tageous to reinvest than to receive a cash dividend is a distinctly 
different proposition. Earnings withheld for corporate purposes 
naturally strengthen the company temporarily. Whether the 
action proves profitable to the stockholder depends upon subse¬ 
quent events generally and timely action of the individual 
stockholder in selling his stock. 

Even if we do not question the right of management to re¬ 
invest earnings without consideration of the stockholders’ opin¬ 
ions, we find no agreement that the surplus thus created is any 
panacea for depressions or that dividends are maintained during 
slack periods because of surplus accumulations. Figures com¬ 
piled from Statistics of Income and used to show that $26,500,- 
000,000 more was paid out than produced during the 1930-34 
slump are interpreted in a very different light by members of 
the United States Treasury Department. These officials show 
that depression dividends, wages, and other payments came out 
of current receipts and not from accumulated liquid surpluses. 88 

Don D. Humphrey shows that the Statistics of Income fig¬ 
ures are misleading when used to prove that dividends and 
wages were paid from surplus during the depression years. 88 
Albert Hubschman suggests that under present-day mass pro¬ 
duction technique sales are made before manufacture proceeds 
very far, that rainy day reserves are therefore unnecessary, and 
that wages and dividends paid during the depression did not 
exceed the current cash receipts. 40 

88 Testimony of George C. Haas, Hearings Before Finance Committee, of, 
ctt pp. 59-60. 

88 Humphrey, of, cit, t pp. 223-34. 

40 Testimony of Albert Hubschman, Hearings Before Finance Committee, 
of, cit. 
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The Nature of Surplus 

It would seem that a discussion of the nature of corporate 
surplus with its long standing position in law and finance is un¬ 
called for, but it is quite apparent that ideas as to the functions 
and significance of corporate surplus are conflicting and some¬ 
what confused. When it is affirmed that to the average citizen 
surplus means an excess of liquid funds over and above business 
requirements, one can be pardoned for some degree of dismay. 

During the hearings before the Senate Committee on Fi¬ 
nance pending passage of the 1936 Revenue Act, Senator Bailey 
wanted to know the amount of capital write-downs from 1931 
through 1933. The figure disclosed was some $15,000,000,000, 
and that stupendous sum prompted the following discussion: 41 

Senator Bailey : They could not remain solvent after the write¬ 
down, except for the fact that they made the write-down out of accumu¬ 
lated surplus. You could not write it out of capital structure; you have 
to write it out of surplus. 

Mr . Haas : You can write the capital down as well as the other. 

Senator Bailey : No. If you write-down the capital of a corporation, 
it becomes insolvent, and anybody can close it up. That is statutory. 
That is not a question of fact; that is a question of law. . . . Now, 
this write-down occurred without impairing the capital or making the 
corporations insolvent, and therefore they continued to operate. Suppose 
they had had no surplus, then the write-down would have broken every 
one of them and you would have this country filled with receiverships. 

Mr . Haas: Whether they can withstand the situation that you 
pointed out is largely contingent upon the nature of their assets. 

Senator Bailey: Just tell me how they would have withstood the 
write-down of $11,000,000,000 in three years if they did not have a 
surplus to be able to write it down. They would have certainly become 
insolvent. It kept millions of people employed, it kept the industries 
going and they employed the labor. 

Mr . Haas : No; I do not think so. 

If one wishes proof to support the position taken by Mr. 
Haas it may be found in a study made by R. P. Marple in which 
he shows that legal capital has been used to absorb all sorts of 
losses and asset write-downs. 4 * 

41 Hearings Before Finance Committee, of. cit. 9 pp. 61-62. 

42 R. P. Marple, Capital Surplus and Corporate Net Worth (New York: 
The Ronald Press, 1936), pp. 96-97. 
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To those at all familiar with corporate finance and accounting 
technique it is well understood that surplus is simply a part of 
the stock equity and measures a cross section of all the assets 
of every kind. This much is certain: The surplus does not rep¬ 
resent a cash fund 5 there is no way to look at the surplus figure 
. and gain any notion as to what assets it may represent; and 
there is little direct relation between financial ability to pay 
dividends and amount of the surplus balance. 

A few recognized authorities have made it clear that divi¬ 
dends in excess of current income may not be extensive, as sug¬ 
gested by the paragraph below: 

The limited significance of surplus in relation to dividend disburse¬ 
ments requires emphasis, particularly in view of certain common miscon¬ 
ceptions. Dividends are appropriated from surplus but are paid (as a 
rule) in cash. Surplus is the yardstick or gauge which shows the amount 
of dividends which may be declared without impinging upon capital, 
but is not in itself a medium of disbursement. Surplus, moreover, is in 
general supported by a cross-section of all the assets, rather than by a 
fund of cash or other liquid resources. This means that surplus accumu¬ 
lation as a reservoir for dividends in lean years does not actually insure 
the ability to maintain the stream of payments to stockholders. In fact 
dividends can seldom be long continued in the absence of current profits, 
no matter how large the surplus account. 48 

Dependence of Dividend Payments upon Current Revenue 

Earnings are retained when business is good. At such times 
corporate managers would be indeed pessimistic “kill-joys” if 
they could not see opportunities for a greater volume of busi¬ 
ness. Easier credit terms resulting in more accounts receivable 
and larger inventories are usually incidents of increased volume. 
With increased volume a realized fact, production methods and 
plant facilities need attention in the form of capital expendi¬ 
tures. As long as revenue volume is maintained at profitable 
prices the reinvested earnings pay dividends, but poor years and 
depression periods invariably make an uninvited and unwel¬ 
come, if not unexpected, appearance. The corporate managers 
may be wise to retain a portion of profitable year earnings for 

48 W. A. Paton, Essentials of Accounting (New York: The Macmillan Com¬ 
pany, 1938), pp. 695—96. 
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purposes of increased business volume and to provide for fu¬ 
ture contingencies, but they do not and cannot set the earnings 
aside in some hoarded fund of cash or other liquid assets and 
cautiously await lean years when the fund will be utilized to 
pay dividends. 

When the lean years come, sales volume drops off, profit 
margins disappear, collections slow down, and payables must be 
met. The retained earnings are invested primarily in inven¬ 
tories, receivables, and plant facilities—the fund or reserve to 
which we frequently refer. Receivables and inventories can be 
liquidated (probably at a loss), but the cash is not necessarily 
available for dividends. The business is geared to increased 
volume of production and must operate at reasonable capacity 
to be profitable. Working capital may be excessive at the 
moment of depression, but corporate management must con¬ 
serve the cash in order to start production at the first signs of 
possible profitable operations on an increased scale. To pay 
dividends from liquidated inventories and receivables would be 
tantamount to borrowing money to pay dividends in the face of 
declining production, falling prices, and a discouraging immedi¬ 
ate future outlook. Plant facilities built up during periods of 
profitable operation (thereby representing a major part of the 
surplus) usually prove excessive during slack periods of un¬ 
profitable operation. It is entirely possible to liquidate the sur¬ 
plus thus invested in plant capacity, inventories, and receiv¬ 
ables, and the funds may be used for cash dividends, but this 
process of drawing upon reserves is wholly dependent upon con¬ 
tinued sales and collections at prices below costs and is exactly 
what managers and stockholders seek to avoid. This process of 
disinvesting throws labor out of employment, is devastating to 
the market value of the stockholder’s investment, and cannot 
be regarded as a satisfactory dividend reservoir. 

Retained earnings need not be invested in the corporation 
at all, as many corporate managers could testify. Furthermore, 
a backlog of cash and liquid securities can be built up to provide 
dividends during depressions, but this procedure is wasteful and 
inexpedient and has not been followed extensively in practice. 
To create a reserve of idle cash funds is entirely foreign to 
American business psychology. In effect, corporate managers 
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would be saying: “We are operating profitably just now, but 
there may be danger ahead and we are afraid to expand the 
business. Therefore, we will keep part of the profits made this 
year, increase our bank account, and when times get bad you 
will be happy to receive a dividend check.” The stockholder 
would undoubtedly be pleased to have a dividend check during 
poor years, but it might require considerable managerial courage 
to deplete the cash balance in periods of slack business when 
every kind of enterprise sets a premium on liquid reserves. It 
is very doubtful that investing retained earnings in government 
and municipal bonds would prove effective as a source of liquid 
funds in periods of general depression. If followed as a popu¬ 
lar corporate practice, the securities would be dear during the 
upswing, and when needed, the market would be composed of 
many sellers and few buyers, thus forcing the corporation to buy 
at high prices and sell at low prices. 

Retained earnings can be reinvested in business enterprises 
of a diverse nature, thus stabilizing income and distributing 
business risk. This holding of common stocks of other compa¬ 
nies has been popular corporate practice, especially since the 
early twenties. It is obvious, however, that funds invested in 
equity securities are not available for corporate purposes during 
a severe depression. 

Income once reinvested is exactly like all other corporate 
capital. If a stockholder buys one share of common stock in a 
company just beginning to operate, paying $100 therefor, he 
has provided $100 of the corporate capital. If at the end of 
three years total income of $50 per share has been earned and 
no dividends paid, the stockholder has contributed $150 of the 
total corporate capital. If total income had been paid to stock¬ 
holders and additional stock sold, would the corporation be any 
less able to continue dividends? If bonds were issued to pro¬ 
vide the additional capital, would capacity to pay dividends in 
the future be any different aside from the degree of caution 
necessary with considerable bonded debt in the capital struc¬ 
ture? From whatever source the capital may come, it is amalga¬ 
mated into a business enterprise and distribution of future 
income to equityholders is dependent entirely upon total income 
to be earned in the future. There is nothing sacred about the 
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dollars paid originally to create the corporation. Original dol¬ 
lars, reinvested earnings, and funds from new issues are exactly 
alike. Corporation law has placed a legal fiction around the 
formal stated capital on the assumption that creditors might be 
injured if this capital were paid to stockholders. If original 
capital is invested in a business which proves to be profitable, 
income can then be distributed, but if the enterprise is unprofit¬ 
able, the original investment is lost. Income reinvested is ex¬ 
actly like the original capital in this respect and when losses 
occur, capital is impaired regardless of the legal fiction. Like¬ 
wise, whenever dividends are paid there is a liquidation of cor¬ 
porate assets and a reduction in the common stock equity, and 
this liquidation of assets (aside from legal provisions) can be 
made as effectively from original capital as from surplus. 

It is pertinent to remember that corporate ownership 
changes hands on the ticker tape and prices reflect the income 
retained as well as dividends paid. From the point of view of 
recent stockholders, reinvested earnings are part and parcel of 
the original capital and it would be senseless to assume future 
dividends would be paid just because a considerable portion of 
the price paid for the stock represents capitalized retained 
earnings. 

Possible Benefits of Retaining Earnings 

A word of caution is needed, not to qualify any of the state¬ 
ments made in relation to retaining earnings to pay future divi¬ 
dends, but to reiterate the writer’s point of view. Earnings re¬ 
tained during the twenties by companies included in this study 
were not paid to stockholders to any appreciable extent during 
the poor years of the early thirties. It does not follow that rein¬ 
vestment of earnings is to be deplored or that it is vicious prac¬ 
tice and robs the common stockholder of his income. Earnings 
retained may result in much greater distribution of income to 
the stockholder during the profitable periods and market ap¬ 
preciation may be very attractive as a consequence. However, 
depression periods always come and it is wholly fallacious in 
theory as well as in practice to say that dividends withheld in 
the good years can or will be distributed in the bad years, 
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and many of the statistical studies purporting to show the stu¬ 
pendous amount of depression dividends which came from earn¬ 
ings retained through the twenties are misleading to say the 
least. 

In this connection, it is recognized that any dividends at all 
in excess of current income must be declared from surplus cre¬ 
ated by reinvesting income of previous years or from surplus 
arising in some manner. A dividend cut of 80 per cent or more 
during the unprofitable years may therefore be a surprisingly 
modest reduction from the managerial point of view. The en¬ 
tire amount of dividends may very well be declared from sur¬ 
plus even though the funds to make payment may come from 
revenue of the period in excess of expenditures but less than the 
total cost of operation. In other words, surplus is likely to be 
invested in receivables, inventory, and plant assets to a consid¬ 
erable degree. This is not a “fund” or “reserve” which can be 
drawn upon directly for dividends, but output can be produced 
and sold during the poorest years if prices are reduced suffi¬ 
ciently. Sales below total cost of production liquidate the assets 
and consequently absorb the surplus. By this indirect method 
surplus is used to pay dividends during poor years, but to refer 
to the process as drawing upon a fund set aside for the purpose is 
unrealistic. We thus arrive at the anomaly that liquidation of 
large inventories and huge plant investments is not only the 
means of meeting operating deficiencies but is largely respon¬ 
sible for the losses in the first place. 

There is no intention to minimize the extent of dividends 
paid through the most unfavorable period of business history 
and it is granted that even smaller amounts of depression divi¬ 
dends might have been paid had the companies retained little 
of the 1922-30 income. On the other hand, excess capacity of 
the corporations might have been much less and the depression 
of the thirties less severe if a more liberal dividend policy had 
been followed through the profitable twenties. 

Objectives of the Present Investigation 

The previous discussion introduces some aspects of income 
administration. It is evident that differences of opinion exist in 
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regard to who should have the right to declare dividends and 
who should decide how much should be paid; as to relative 
merits of paying out or retaining a major portion of the annual 
net income; as to how the retained earnings should be invested; 
and as to the advantages of having a corporate surplus. It is 
easy to deduce forcible arguments to answer these questions and 
able scholars have expounded various angles at great length, 
though supporting some theory in part perhaps due to per¬ 
sonal interests or prejudices. 

Never since the days of ancient Egypt has so much thought 
been given to reserves and to savings in years of plenty in 
order to provide for the “Seven Lean Years.” The federal 
social security program providing for the most gigantic reserves 
ever assembled has produced a flood of comment and specula¬ 
tion on what reserves can be expected to do and where the limits 
may be anticipated. The “ever normal granary” for agricul¬ 
tural crops is another phase of the reserve idea of saving in good 
years in order to supply needs created by bad years. American 
corporations have for decades been committed to the theory 
of reserves and have proceeded to create huge surplus balances. 
The Revenue Act of 1936 taxing undistributed profits provoked 
mostly protests and criticism from economists and managers of 
business enterprises who prophesied dire consequences if corpora¬ 
tions are not permitted free rein in building up surplus reserves. 
Are corporate surpluses, social security reserves, and agricul¬ 
tural surpluses similar in nature? 

Most studies of corporate profits have been made from the 
managerial point of view or from a broad social economic point 
of view, but a corporate enterprise exists only because a group 
of investors pool their resources and create the invisible, in¬ 
tangible, artificial being with neither a “body to be kicked nor a 
soul to be damned.” This investigation is made, therefore, from 
the point of view of the small investor who may have a few 
shares of common stock in a very large corporation. 

During the stirring industrial activity of the twenties there 
was great corporate growth and expansion, financed by issuing 
new securities and by reinvesting profits. Within limits of the 
sample the relative expansion from the two sources is shown, 
with ample evidence to suggest that retention of earnings may 
easily have led to overexpansion of productive capacity. 
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The present investigation presents concise evidence on what 
financial policies have actually been practiced in the operation of 
prominent, generally profitable, and widely owned American 
corporations engaged chiefly in the manufacture and distribu¬ 
tion of basic commodities from 1922 through 1936. During 
these years of prosperity and depression there was ample oppor¬ 
tunity to retain a part of abundant earnings and to create exten¬ 
sive surplus reserves. For several years after 1930, many and 
perhaps most business organizations had sufficient demands 
made upon reserves to test their efficacy in meeting financial re¬ 
verses and stormy 
connection to know 
Sons have earned^ 

{fe nds, and what pe __ _ _ 

the business. The year to year aggregates of an industry have 
little bearing on the problem. The vital issue to the investor is 
how much he receives in cash dividends from a specific company 
year after year, how much of the amount available for divi¬ 
dends is withheld without his active voice in the matter, and 
how the retained portion is invested. The amount of net income 
reported to the stockholder is not the end of the problem, how¬ 
ever. Profits and losses entered directly in the surplus and 
reserve accounts may be just as potent in providing or dissipat¬ 
ing funds available for dividends as items reported as expense 
or revenue. Reserves provided for contingencies, accidents, in¬ 
surance, foreign exchange fluctuations, and other possible events 
represent net assets and net worth earmarked (after a fashion) 
to absorb the shock of a possible event, and if the events never 
occur, the reserves represent earnings, pure and simple. 

The heart of the controversy over policies of income admin¬ 
istration is whether or not earnings of profitable years can be 
reinvested and drawn upon to pay dividends in depression pe¬ 
riods. This study presents a fifteen year record of well known 
corporations and shows the extent to which regular common 
dividends were paid by these individual companies during pe¬ 
riods of profitable operation and through the severe depres¬ 
sion and indicates the degree of causal relationship between 
cash dividends paid in poor years and the percentage of earn¬ 
ings retained in the good years. 


weather. It seems highly p ertinent in this 
just how much a number of large corpora- 
vhat p ortion of the in come was paid in divi- 
rcentage of the total income was retained in 
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In a study of corporate savings it is of vital interest to know 
what becomes of earnings that are retained. In Chapter 4 in¬ 
come sheet and balance sheet data of each company are sum¬ 
marized for each phase of the cycle and the uses to which re¬ 
tained earnings were put are emphasized. Of equal significance 
is the liquidation of assets when companies operate at a loss, 
because the entire validity of surplus reserves must be deter¬ 
mined at this point. 

When corporate directors elect to withhold earnings in a 
given period, a surplus balance results. In the process of profit¬ 
able operation, revenue and income exceed costs of production. 
Assets which measure the volume of income and revenue there¬ 
fore exceed costs of production plus distributions to investors, 
and represent the surplus increase. In unprofitable years losses 
are charged to surplus as a balancing entry, but when costs ex¬ 
ceed revenue the deficiency must be met from asset liquidation 
of some description or new equities must provide the needed 
funds. Year after year the changes in asset categories are meas¬ 
ured and related to profits or losses. For a fair cross section of 
industry we have explicit data showing what portion of retained 
Warnings went into working capital, what percentage was util¬ 
ized for plant expansion, what fraction was used to retire debt, 
and, in short, what became of the surplus in specific instances 
as well as in aggregates for an industry or group of companies. 
This treatment throws considerable light on the process of pro¬ 
viding liquid funds to pay for actual disbursements when reve¬ 
nue is insufficient to meet expenses or expenditures. 

Many incidental problems are connected with the broad 
study of corporate income administration, but the central theme 
and thesis of the material presented in this study is to show by 
specific companies the earning and dividend records during the 
prosperous twenties and to demonstrate that a very small por¬ 
tion of dividends withheld during the good years reached the 
stockholder during poor years. Seventy-two specific examples 
are analyzed to show how the surplus was invested when profits 
were retained and to show the process of asset liquidation during 
the period of severe operating losses. In the past, have corpora¬ 
tions been able to use the rainy day reserves effectively, and, iJ: 
so, what form or type of investment proved most satisfactory? 
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If a corporation can live off its surplus fat when the need arises, 
does it make any difference what part of the anatomy is fattest? 

Source of Data 

• Reports to stockholders are the primary source of informa¬ 
tion available to the general public concerning corporate affairs. 
No matter how deficient the financial statements may be, the in- 

i dividual investor relies directly or indirectly upon this informa¬ 
tion for his investment analysis. In an analysis of corporate 
earnings and how they are utilized, viewed from the position of 
one of the eleven million ordinary citizens who own the cor¬ 
porations, it is logical to base the investigation upon data taken 
from reports to stockholders. 

In the library of the School of Business Administration at 
the University of Michigan there are reports to stockholders of 
more than five hundred American corporations including rail¬ 
roads, banks, public utilities, insurance companies, and indus¬ 
trial enterprises of all sizes operating in all parts of the United 
States. These reports to stockholders provide the raw material 
for the present investigation. 

Companies Selected, and Period Covered 

A sample of companies is desired which will enable us to 
measure corporate earnings over a considerable period of time 
and through at least one complete business cycle. Industrial en¬ 
terprises provide the best examples of very rapid self-financed 
growth, huge amounts of reported profits and scanty cash divi¬ 
dends, large surplus balances, great excess productive capacity, 
and companies which attract the investor to make speculative 
commitments. We desire to know how profitable these compa¬ 
nies have been and to observe their policies of income adminis¬ 
tration in view of all the business events over a period of time 
long enough for most economic forces to be reflected in the 
operating reports. 

Transportation, public utility, finance, mining, and oil com¬ 
panies are eliminated because these industries are subject to 
varying degrees of governmental control and regulation or 
have peculiar problems of depreciation and depletion account¬ 
ing. In addition, the capital structure of transportation and pub¬ 
lic utility companies consists of bonds and preferred stocks to a 
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great extent, and we are more interested in income administra¬ 
tion from the point of view of the common stockholder in com¬ 
panies where common stock owns much of the total invested 
assets. 

A considerable number of reporting companies published 
income sheets or balance sheets or both which proved to be too 
condensed for analysis, and in other cases the net income re¬ 
ported minus dividends paid does not by any means agree with 
changes in balance sheet surplus. The essence of a study of re¬ 
tained earnings is to determine what becomes of the surplus, 
hence in those cases where there was totally inadequate informa¬ 
tion and no hint at a surplus analysis it was necessary to elimi¬ 
nate the company from the sample. Some corporations which 
published adequate reports in the early twenties were absorbed 
by other firms, were liquidated, or otherwise disappeared from 
the business scene. A few companies were reorganized one or 
more times during the period and in the process went through 
so many contortions of revaluing assets and substituting new 
equities for old that the amount of retained earnings became 
completely obscured, and of course these companies could not 
be included in the sample. 

During the war and immediately thereafter earnings and 
financial policies were influenced predominately by war activi¬ 
ties and it would seem of little value to go into that period to 
study corporate profits. The postwar correction of 1921 brought 
about severe declines in inventory values, liquidation of receiv¬ 
ables, and a return to more stable price levels in general. The 
balance sheets of 1921 reflect the new price levels which re¬ 
mained unusually stable through 1930, thus providing an ad¬ 
mirable condition for the study of earnings and their uses. If 
we include the fifteen years 1922-36 the period covers a decade 
of prosperity, the collapse during the early thirties, and a period 
of recovery after 1933. 

Characteristics of the Sample 

After eliminating companies which did not operate through¬ 
out the period, those reorganized beyond recognition, and those 
which reported entirely inadequate information, reports to 
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stockholders of seventy-two well known corporations engaged 
in twelve distinct lines of industrial activity were available for 
study. 

The writer is well aware of the biased nature of the sample 
when compared to all corporations. Any company which re- 
mained in business from 1921 through 1936 and published re¬ 
p ort s to stockholders (certified in most instances by leading ac¬ 
counting firms) must have been profitable or else very strong at 
the beginning of the period. The peculiar concern of this study, 
however, is to discover what has been done with corporate earn¬ 
ings over a long period of time in the larger and generally more 
profitable concerns where the small stockholder has little voice 
in the matter. If some of the companies were unprofitable 
throughout the period, so much the better. How can an unprof¬ 
itable enterprise survive for fifteen years? Analysis of the re¬ 
ports from unprofitable concerns helps to explain the process of 
liquidating assets in order to meet losses. 

Within limits of reports available, every effort was made to 
secure a representative number of corporations engaged in sev¬ 
eral distinctly different types of industrial enterprise in order to 
determine whether companies in one kind of business activity 
administer income in a fashion characteristic and peculiar to the 
industry. Much has been said about overexpansion of plant fa¬ 
cilities in the manufacture of heavy equipment and capital goods 
such as railway equipment, machine tools, iron and steel, agri¬ 
cultural equipment, rubber, and automobiles. It should prove 
interesting to see how the prominent companies in these indus¬ 
tries financed plant expansion and if it was accomplished from 
reinvested earnings the implications would seem very signifi¬ 
cant, especially in relation to an undistributed profits tax. A 
large commitment in plant assets appears essential to the manu¬ 
facture of capital goods regardless of the source of investment. 
Companies engaged in mercantile and trading activity, in the 
manufacture and sale of tobacco and beverages, and in food 
processing, must have an asset structure greatly different from 
companies engaged in capital goods manufacture. Much of their 
capacity to produce profits evidently comes from advertising 
campaigns, trade-marks, and brand names, and consequent good 
will, while a substantial portion of the total assets must be rep¬ 
resented by receivables and inventory. 
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Adequacy of the Sample 

Names of the seventy-two companies included in the sample 
are presented in Appendix I in order to show the wide range of 
industrial activity represented and the size of enterprises 
selected. 

In order to draw conclusions and to generalize, it is im¬ 
portant to know how much of each industry is included in the 
sample analyzed. Standard Statistics Company publishes a clas¬ 
sified bi-weekly survey analyzing investment possibilities in 
most companies of market significance. 44 This list appears to 
be an ideal device to test the selected sample, since it includes 
practically all companies worthy of investment consideration on 
a wide scale, but does not include those which are closely held 
and of a semiprivate enterprise nature. The Standard Statistics 
list was examined as of July 7, 1937, and compared with the 
selected sample. Gross assets of each company not included in 
the study were tabulated from Standard Statistics for the year 
1936, while the 1921 year end figures were obtained from 
Moody’s Industrial Volume of 1922. 

In Table 2 assets of seventy-two companies included in the 
twelve industries are combined in order to show the size and 
significance of the sample. With seventy-two companies en¬ 
gaged in twelve distinct lines of business activity employing in 
the neighborhood of ten billion dollars of invested assets, there 
should be adequate opportunity to determine how depression 
dividends were paid and how the surplus was used. The per¬ 
centages in Table 2, it should be made clear, represent the frac¬ 
tion of assets owned by companies included in this study com¬ 
pared to the total assets invested by all important companies 
which engaged in each industry during all of the fifteen years 
examined. In all industries except automobile equipment manu¬ 
facture and retail trade, the companies examined comprise over 
60 per cent of all assets invested in the industry by important 
corporations which operated during the 1922-36 period. Com¬ 
panies which constitute the retail trade sample are fairly repre¬ 
sentative and comprise almost one-half of the industry. The 


^Standard Trade and Securities, Basic Survey (New York: Standard Sta¬ 
tistics Company, Inc.), Volume 85, No. 2, Section 2, July 7, 1937. 
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most unsatisfactory sample of all, automobile equipment, has 
little to recommend it except the totally random nature of 
selection. If the industry is peculiar in regard to its dividend 
policy or if retained earnings were invested in some unusual 
manner by manufacturers of automobile supplies even the lim¬ 
ited sample should reveal the fact. 


Table 2— Gross Assets of Companies Included in Sample, Classified by 
Industry, 1921 and 1936 

(Amounts in thousands of dollars) ^ 


Industry 

1921 

7 { 

Amount 

Per Cent 
of Industry 
Total* 

Amount 

Per Cent 
of Industry 
Total* 

Railway equipment 

$ 357,990 

63.43 

$ 279,933 

61.08 

Machinery manufacturing 

686,770 

68.25 

921,853 

69.50 

Electrical equipment 

504,080 

98.78 

582,604 

98.58 

Tire and rubber 

641,750 

91.68 

654,501 

94.81 

Iron and steel 

3,079,918 

81.48 

3,262,238 

80.40 

Automobile 

618,461 

70.37 

1,601,714 

91.25 

Automobile equipment 

89,493 

29.11 

111,336 

23.29 

Chemical producing 

691,449 

61.86 

1,288,518 

86.27 

Metal container 

161,758 

100.00 

316,108 

100.00 

Food processing 

435,993 

65.05 

569,407 

59.47 

Retail merchandising 

400,548 

51.56 

749,167 

45.11 

Tobacco and beverage 

548,583 

81.72 

758,584 

87.89 

Total 

$8,216,793 


$11,095,963 



* This percentage expresses the relationship between gross assets of com¬ 
panies included in the sample and total gross assets of all important companies 
in the industry. 


Surplus Reported by Companies Studied 

Reference has been made to the virtues of corporate surplus 
as a panacea for financial difficulties likely to arise during pe¬ 
riods of depression, and excerpts were quoted some of which 
praised the creation of surplus while others ridiculed the idea. 
It may be interesting to observe the surplus figures icported by 
the seventy-two companies included in the study. Table 3 shows 
that the sample is large enough and that selected companies 
possess enough surplus to test thoroughly the effectiveness of 
surplus liquidation in meeting the difficulties brought about by 
the “rainy days.” 
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In each industry surplus was greater in 1929 and 1930 at 
the end of the boom period than at the 1921 year end where 
the analysis begins. To some extent at least corporations were 
saving for some purpose and in most industries the surplus in¬ 
crease during the prosperity period was very material. In every 
industry surplus decreased during depression years. In aggre¬ 
gate, with from two to three billion dollars of surplus, the 
sample should prove entirely adequate to reveal any uses to 
which surplus can be put. Doubtless individual companies cre¬ 
ated much greater surplus reserves than others, and careful ex¬ 
amination of the earnings record, dividends paid, and methods 
of investing the retained earnings by each of the seventy-two 
companies should throw considerable factual light on how the 
surplus reserves were relied upon during the poorest years. 
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Chapter 2 

CORPORATE EXPANSION, 1922-30 

Reinvested Earnings , 1922—30 

From the managerial point of view, total income is all in¬ 
come available for distribution to securityholders whether in 
the form of interest or dividends. It is sometimes suggested that 
income taxes represent a distribution of income to the govern¬ 
ment for its participation in the business enterprise, but total in¬ 
come is here defined as “Income after Taxes.” Reports to stock¬ 
holders for these companies were certified by prominent public 
accounting firms and it is fair to assume that reported figures 
are reasonable estimates of the actual accrued income, especially 
when the entire nine years are included in one period. 

It is difficult to state categorically what constitutes retention 
of earnings in sizable proportions, but perhaps we can agree that 
40 per cent or more of total income retained in the business for 
a decade constitutes a considerable degree of surplus accumula¬ 
tion. By the same arbitrary rule, we can say that retention of 
only 25 per cent or less means generous distribution of the in¬ 
come. Seventeen of the seventy-two sample companies (about 
24 per cent) retained more than one-half their total income 
through the profitable years, and thirty companies (42 per cent 
of the enterprises) retained more than 40 per cent of their in¬ 
come. Fourteen companies (19 per cent of the sample) dis¬ 
tributed to equityholders 75 per cent or more of the good year 
earnings and retained 25 per cent or less. Between these ex¬ 
tremes are the companies which followed a middle-of-the-road 
course in reinvesting earnings. In summary: 

14 companies, 19% of sample, retained less than 25% 
of income 

28 companies, 39% of sample, retained 25% to 40% of 
income 

30 companies, 42% of sample, retained more than 40% 
of income 
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Table 4 shows in more detail the extent to which earnings 
were retained during the prosperous twenties. Forty-six of the 
seventy-two companies (64 per cent) retained between 30 per 
cent and 5 5 per cent of total income during the good years. 


Table 4—Classification of Companies by Percentage of Total Net 
Income Retained, 1922-30 


Per Cent 
Retained 

Number of 
Companies 

Per Cent 
Retained 

Number of 
Companies 

Less than 5 

2 

45-49.9 

5 

5- 9.9 

1 

50-54.9 

8 

10-14.9 

1 

55-59.9 

4 

15-19.9 

5 

60-64.9 

2 

20-24.9 

5 

65-69.9 

2 

25-29.9 

3 

70-74.9 

—0— 

30-34.9 

12 

75-79.9 

-0- 

35-39.9 

12 

80-84.9 

-0- 

40-44.9 

9 

85-89.9 

1 


Table 5 displays by name thirty-one companies which re¬ 
tained much of their earnings, and fourteen corporations which 
paid generous dividends. In order to give some idea of the 
magnitude of earnings retained in nine profitable years, the 
total income retained is expressed as a percentage of net assets 
invested as of January 1, 1922. This percentage figure shows 
also the extent of expansion resulting from reinvested income 
during the prosperity period. 1 

It is interesting to observe that companies from the various 
industries are included in both groups, although retail mer¬ 
chandisers are prominent in the group retaining a high per¬ 
centage of earnings. Those companies marked with an asterisk 
have more than $100,000,000 of invested assets. There is little 
indication that these large companies retain more or less of their 
income than companies of any other size. Of the twenty-seven 
largest companies, eight retained more than 40 per cent of 
prosperity period earnings and seven retained less than 25 per 
cent. Fourteen of the companies have less than $25,000,000 of 
assets invested. Seven of these retained over 40 per cent of their 
income and only one retained less than 25 per cent. 

1 In most cases the prosperity period ends with 1929 or 1930, but in a few 
instances the period extends through 1931. Major tobacco companies operated 
most profitably until 1933. Net assets is defined as total assets minus current 
liabilities. 
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Table 5—Expansion prom Retained Earnings 
Selected Companies, 1922*30 


Name of Company 

Per Cent of 
Total Income 
Retained 

Increase in Assets 
from Retained 
Eamingst 

Thirty-One Companies that Retained a 

Large Fraction of Total Income 

Spicer Manufacturing Corp. 

88 

70 

Mullins Manufacturing Corp. 

65 

57 

Hershey Chocolate Corp. 

Sears, Roebuck & Co.* 

68 

63 

121 

85 

J. C. Penney Co. 

60 

371 

S. S. Kresge Co. 

59 

228 

Chrysler Corp. 

59 

117 

Firestone Tire & Rubber Co.* 

58 

103 

Mathieson Alkali Works, Inc. 

55 

75 

Deere & Co. 

53 

37 

National Acme Co. 

53 

5 

J. I. Case Co. 

52 

43 

Borden Co.* 

50 

104 

Continental Can Company, Inc. 

50 

108 

Hart, Schaffner & Marx 

50 

44 

F. W. Woolworth Co.* 

50 

108 

Loose-Wiles Biscuit Co. 

49 

39 

Otis Elevator Co. 

49 

98 

May Department Stores Co. 

48 

59 

Mack Trucks, Inc. 

47 

87 

American Can Co.* 

46 

51 

Nash-Kelvinator Corp. 

44 

268 

International Harvester Co.* 

44 

34 

Air Reduction Company, Tnc. 

42 

114 

Packard Motor Car Co. 

42 

80 

Reo Motor Car Co. 

41 

78 

Gulf States Steel Corp. 

41 

16 

Allied Chemical & Dye Corp.* 

40 

42 

Coca-Cola Co. 

40 

117 

Timken Roller Bearing Co. 

40 

207 


Fourteen Companies that Retained a Small Fraction of Total Income 


American Tobacco Co.* 

24 

41 

Consolidated Cigar Corp. 

24 

91 

Allis-Chalmers Manufacturing Co. 

22 

13 

Bethlehem Steel Co.* 

22 

17 

Wheeling Steel Corp. 

22 

13 

Baldwin Locomotive Works 

18 

9 

Electric Storage Battery Co. 

Worthington Pump & Machinery Corp. 

18 

27 

18 

6 

National Biscuit Co.* 

17 

30 

E. I. du Pont de Nemours & Co.* 

15 

23 

Republic Steel Corp.* 

12 

5 

Crucible Steel Company of America 
American Locomotive Co. 

6 

2 

— 

*18 

American Car and Foundry Co. 

— 

*3 


• Invested assets of $100,000,000 or more. 

11922*30 retained earnings as a per cent of 1921 assets. 
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Corporate Expansion 

Table 6 shows the importance of reinvested earnings as a 
means of financing corporate growth. Over 44 per cent of the 
companies grew from reinvested earnings entirely, while almost 
three-fourths of these manufacturers financed at least 50 per 
cent of their growth from within. 2 It is recognized, of course, 
that if a concern retains all of a scant income it is of little sig¬ 
nificance to say that 100 per cent of the expansion came from 
plowed-back earnings because the growth may be negligible. 
It is equally obvious that the companies such as Air Reduction, 
Borden, and Pillsbury Flour, whose reinvested incomes account 
for a small fraction of the expansion, financed their growth to 
an important extent from profits. In nearly one-half the cases, 
profits reinvested were equal to 50 per cent of total assets at 
January 1, 1922, and in many cases the assets increased more 

Table 6—Methods of Financing Expansion 
Seventy-Two Companies, 1922-30 


Name of Company 

Source of Expansion Funds 

Extent of 
Expansion 
from 
Retained 
Earnings* 
(Per Cent) 

Per Cent from 
Retained 
Earnings 

Per Cent from 
New 
Issues 

Allied Chemical & Dye Corp. 

100 

-0- 

42 

American Can Co. 

100 

—O— 

51 

Coca-Cola Co. 

100 

—0— 

117 

Deere & Co. 

100 

-0- 

37 

General Electric Co. 

100 

-0- 

44 

Hart, Schaffner & Marx 

100 

0 

44 

Hershey Chocolate Corp. 

100 

—0"- 

121 

Hudson Motor Car Co. 

100 

—0— 

383 

Motor Wheel Corp. 

100 

-0- 

66 

Nash-Kelvinator Corp. 

100 

-0- 

268 

National Acme Co. 

100 

—0— 

5 

New York Air Brake Co. 

100 

-0- 

28 

Packard Motor Car Co. 

100 

-0- 

80 

Quaker Oats Co. 

100 

-0- 

63 

Reo Motor Car Co. 

100 

—0— 

78 

R. J. Reynolds Tobacco Co. 

100 

-0- 

107 

Sears, Roebuck & Co. 

100 

-0- 

85 

Spicer Manufacturing Corp. 

100 

-0- 

70 

Timken Roller Bearing Co. 

100 

-0- 

207 

United States Steel Corp. 

100 

-0- 

15 

F. W. Woolworth Co. 

100 

-0- 

108 

Worthington Pump & Machinery Corp. 

100 

-0- 

6 

Wm. Wrigley, Jr. Co. 

98 

2 

137 

Corn Products Refining Co. 

97 

3 

21 


—Continued 


2 In many cases stocks or bonds were issued to provide funds for immediate 
expansion and the securities were then retired from retained income. 
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Table 6—Continued 





Extent of 


Source of Expansion Funds 

Expansion 




from 




Name of Company 

Per Cent from 

Per Cent from 

Retained 

Retained 

New 

Earnings* 


Earnings 

Issues 

(Per Cent) 

Pittsburgh Plate Glass Co. 


3 

56 

Otis Elevator Co. 

95 

5 

98 

California Packing Corp. 

92 

8 

47 

American Brake Shoe & Foundry Co. 

89 

11 

45 

Electric Storage Battery Co. 

89 

11 

27 

Loose-Wiles Biscuit Co. 

86 

14 

39 

International Harvester Co. 

81 

19 

34 

General Motors Corp. 

80 

20 

119 

S. S. Kresge Co. 

78 

22 

228 

General Cigar Company, Inc. 

75 

25 

29 

May Department Stores Co. 

74 

26 

59 

United States Rubber Co. 

74 

26 

13 

Mathieson Alkali Works, Inc. 
Westinghouse Electric & 

71 

29 

75 

Manufacturing Co. 

71 

29 

40 

Mack Trucks, Inc. 

70 


87 

Commercial Solvents Corp. 

69 

31 

38 

Lima Locomotive Works 

69 

31 

16 

American Tobacco Co. 

67 

33 

41 

Liggett & Myers Tobacco Co. 

66 

34 

58 

Chicago Pneumatic Tool Co. 

65 

35 

18 

J. I. Case Co. 

64 

36 

43 

J. C. Penney Co. 

64 

36 

371 

Owens-Illinois Glass Co. 

61 

39 

35 

Goodyear Tire and Rubber Co. 

58 

42 

32 

Fairbanks, Morse & Co. 

58 

42 

34 

National Biscuit Co. 

54 

46 

30 

Chrysler Corp. 

Union Carbide & Carbon Corp. 

53 

52 

47 

48 

117 

37 

Mullins Manufacturing Corp. 

50 

50 

57 

Allis-Chalmers Manufacturing Co. 

49 

51 

13 

Air Reduction Company, Inc. 

45 

55 

114 

Inland Steel Co. 

42 

58 

46 

Continental Can Company, Inc. 

41 

59 

108 

B. F. Goodrich Co. 

41 

59 

27 

Pillsbury Flour Mills Co. 

38 

62 

159 

E. I. du Pont de Nemours & Co. 

37 

63 

'b 

Firestone Tire and Rubber Co. 

36 

64 


Borden Co. 

35 

65 

HESS 

Crucible Steel Co. of America 

32 

68 

■n 

Consolidated Cigar Company, Inc. 

29 

71 

91 

Wheeling Steel Corp. 

27 

73 

13 

Baldwin Locomotive Works 

27 

73 

9 

American Cyanamid & Chemical Corp. 

19 

81 

36 

Gulf States Steel Corp. 

18 

82 

16 

Bethlehem Steel Corp. 

18 

82 

17 

Republic Steel Corp. 

3 

97 

5 

American Locomotive Co. 

—0- 

100 

-18+ 

American Car and Foundry Co. 

-O- 

—O- 

-3t 


* 1922-30 retained earnings as a per cent of 1921 assets, 
f Net liquidation. 
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than 100 per cent from profits retained in the nine profitable 
years. 

Table 7 shows the percentage of total income retained by 
the various industries and the extent of expansion accounted for 
by earnings. Railway equipment companies as an industry dis¬ 
tributed all earnings of the twenties. There was little expansion 
and new issues provided whatever funds were required. Steel 
manufacturers, industrial chemicals, and major tobacco companies 
each retained a small fraction of boom year profits. Retail 
merchandisers, can manufacturers, automobile manufacturers, 
and machinery manufacturers retained in industry aggre¬ 
gates unusually large portions of total income. Manufacturers 
of automobiles and machinery might expect highly fluctuating 
earnings due to cyclical factors and consequently retain earnings 
of profitable years to provide for rainy days, but the can manu¬ 
facturing duopoly and retail merchandisers could hardly be in¬ 
cluded in the same category. It seems doubtful, therefore, that 
corporate management has considered seriously the nature of an 
industry and probable fluctuating income when formulating 
capital structures and consequent dividend policies. At least, 
other factors overshadow and render the stability of income of 
minor significance. 

Table 7—Sources of Funds for Expansion, by Industries 


Industry 

Per Cent of 1 
Total Income 
Retained 
1922-30 

Per Cent of 
Expansion Financed 

From 

Earnings 

From 

New Issues 

Railway equipment 

2 

7 

93 

Machinery manufacturing 

43 

84 

16 

Electrical equipment 

33 

100 

-0- 

Rubber manufacturing 

39 

44 

56 

Iron and steel 

28 

51 

49 

Iron and steel excluding United 
States Steel Corp. 

21 

14 

86 

Chrysler Corp. & General Motors 
Corp. 

1 

36 

75 

25 

Other automobile manufacturing 

45 

100 

-0- 

Automobile equipment 

Chemical producing 

36 

100 

-0- 

28 

55 

45 

Metal container 

47 

78 

22 

Food processing 

35 

67 

33 

Retail merchandising 

55 

94 

6 

Major tobacco 

29 

89 

11 

Other tobacco and beverage 

36 

100 

—0— 
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It will be n oted that new capital issues provided a small 
fraction of tne finan cial requirements tor growth in the rapidly 
expanding industries, and that industries with highest ratios of 
new capital compared to growth from profits in the prosperous 
twenties are those which were already overexpanded . Railway 
equipments, rubber, and iron and steel manufacturers had more 
new capital than retained income. The first ~t wo industries 
hardly enjoyed a decade which can be called prosperous, while 
steel ~companies perhaps require capitaFcommTtm ents in too 
l arge units to be financed easily from earnings. 

Net Income Retained , 1922-33 

Thus far we have examined corporate financing for growth 
during the profitable twenties and the record shows reinvested 
earnings as the principal source of capital and that practically all 
companies which were really profitable retained a substantial 
portion of income produced during the good years. If the pe¬ 
riod of time is extended three years, through 1933 for rtiost 
companies, the percentage of total income retained throughout 
the complete cycle is much less, as demonstrated in Table 8. 

Table 8—Classification of Companies by Percentage 
of Earnings Retained, 1922-33 


Per Cent Number of 

Income Retained Companies 


Losses. 9 

0-20. 22 

21-30. 18 

31-40. IS 

More than 41. 8 


There were only eight companies, or 11 per cent of the 
group, which retained more than 41 per cent of total income 
over the complete cycle, while 70 per cent of the companies 
retained less than one-third of total income. Twelve per cent 
of these enterprises actually lost part of their 1922 original 
capital during the twelve year period. However, over the com¬ 
plete cycle, twenty-seven of the seventy-two companies retained 
earnings which increased assets invested more than 50 per cent 
in spite of the severe depression. 
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Table 9 summarizes by industry the financial history of each 
company showing the total income, retained earnings, new 
stock and bond financing, and extent of reinvested earnings dur¬ 
ing the 1922—33 cycle. All factors discussed in this chapter are 
assembled for each company in the sample in the complete sum¬ 
mary table on page 42.' 

8 The years of prosperity and depression are not the same for all companies. 
In order to facilitate discussion and comparison, Tables 4, 5, and 7 are based 
upon the period 1922-30. Where individual company experiences are empha¬ 
sized the years of most profitable and least profitable operations for each company 
are used. This difference in prosperity and depression periods accounts for differ¬ 
ences in figures in the various tables. In Table 9 and elsewhere the periods are: 
railway equipment, glass production, electrical equipment, auto equipment, chemi¬ 
cal, metal containers, and foods, 1922-30, 1931-33 $ machinery manufacturing 
and iron and steel, 1922-30, 1931-34} Chrysler Corporation, 1922-29, 1930-32} 
General Motors, 1922-30, 1931-33} Packard, 1922-30, 1931-34} other automo¬ 
bile companies, 1922-29, 1930-34} tire and rubber, 1922—29, 1930-33} J. C. 
Penney, 1922-29, 1930-32} May Department Stores, 1922-30, 1931-32} other 
merchandisers, 1922-30, 1931-33} major tobaccos, 1922-32, 1933-36} miscel¬ 
laneous tobacco and beverage companies, 1922—31, 1932—34. 
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Chapter 3 

PROSPERITY EARNINGS AND DEPRESSION 
DIVIDENDS 

Asset structure and economic activity of companies in the 
twelve industries differ greatly as already pointed out but in 
Chapter 2 it is demonstrated that the p ractice of retaining earn¬ 
ings is not peculiar to any industry . On the co ntrary, we see 
that reinvesting income is a policy of the Individual companies 
and that in widely varying degree all the profitabl e companies 
i n all th efridust ries vfit Kh'el d ihc bme. 

The purpose of this chapter is to determine whether ability 
to pay depression dividends was dependent upon the extent of 
1922—30 profits retained, and to measure the amount of de¬ 
pression dividends paid from surplus accumulated during the 
twenties. 

In determining the amount of depression dividends paid 
from reinvested prosperity earnings it is important to differen¬ 
tiate between reported income or loss and actual funds resulting 
from operations that affect dividend paying capacity, especially 
during the depression years. Write-downs of plant, security 
values, inventory, developmental costs, and intangible assets 
may represent long term business expenses, but the write-down 
as such in no way dissipates physical properties or liquid assets 
which could be used to meet current operating costs or dividend 
requirements even though such charges reduce the surplus bal¬ 
ance. Appendix II explains the technique used to measure the 
profits retained during the twenties and the amount of depres¬ 
sion dividends paid from these reinvested profits. 1 

Measurement of Dividend Performances 

Very few corporations pay a consistent and uniform divi¬ 
dend rate to common stockholders and it is therefore difficult to 

*A thorough discussion of the nature and theory of surplus adjustments 
along with a number of historical records is presented by W. A. Hosmer of Har¬ 
vard University in an article “The Effect of Direct Charges to Surplus on the 
Measurement of Income,” Business and Modem Society , edited by Malcolm P. 
McNair (Harvard University Press, 1938). 
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describe the magnitude of a dividend reduction or increase from 
prosperity to depression. However, if dividends of $30,000 
were paid in 1930 and $15,000 in 1931, there would be little 
hesitancy in saying the cut was 50 per cent. Over a much longer 
period of time capital structures may change in many diverse 
ways, such as through stock dividends, stock splits, new issues 
and retirements, and in addition the growth factor must be con¬ 
sidered. For all practical purposes of portraying a relationship 
the rate of dividend cut can be computed for a period of years 
in the same manner as suggested for two specific years. Divi¬ 
dends paid by each company in 1927, 1928, 1929, and 1930 
were added and divided by the number of years to provide the 
average annual dividend paid during the best years. Total divi¬ 
dends paid through depression years were divided by the num¬ 
ber of years considered to be the worst of the poor years for 
each company, usually 1931-33, in order to arrive at average 
depression dividends. 

Twenty-Five Per Cent of Companies with Best 1931—33 
Dividend Record 

A simple way to discover the amount of dividends paid from 
rainy day reserves is to divide the companies into groups based 
upon dividend maintenance during the poorest years. Table 10 
presents in condensed summary the income and dividend rec¬ 
ords of nineteen companies that have the best depression divi¬ 
dend records since they actually increased the cash payments to 
common stockholders. It is very clear that corporations with the 
best depression dividend records operated profitably through 
the poorest years and in most cases found it unnecessary to 
draw upon the surplus. 

There is nothing unusual about the portion of prosperity 
earnings retained by these companies that increased dividend 
payments during the poorest years. Each enterprise retained 
and reinvested part of the profits, but generous depression divi¬ 
dends were paid because these companies had no depression. 
There are three exceptions where dividends were paid mate¬ 
rially in excess of reported income.* 

2 It is necessary at all times to recognize the distinction between accrued in¬ 
come or loss and funds made available from operations. Retained earnings are 
not held in liquid funds for the expressed purpose of meeting financial reverses, 



Table 10 —Comparison op Prosperity Earnings Retained with Depression Dividends Paid 
Nineteen Companies that Increased Common Dividend Payments during Depression Years 
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General Cigar retained, only 31 per cent of the prosperity 
period earnings but increased common dividend payments 77 
per cent during the poorest years. The following summary re¬ 
veals the extent of depression dividends paid from surplus: 

Reported Adjusted 

Retained earnings, 1922-31 _ $10,473,000 $10,449,000 

Dividends in excess of earnings, 

1932-34 _ 5,098,000 3,915,000 


Balance retained- $ 5,375,000 $ 6,534,000 

The J. C. Penney Company paid a limited amount of divi¬ 
dends from surplus which deserves explanation. For eight 
years, 1922-29, the company reinvested 60 per cent of the total 
net income and in 1930 paid dividends equal to the amount 
paid in the three year period before or after tfiis date. Earnings 
of 1930 were slightly more than one-half the dividends paid, 
but retained income in the year 1929 alone would supply the 
deficiency. 

The R. J. Reynolds company retained 28 per cent of the 
1922-32 profits and for the four years 1933-36 maintained 
dividend payments at the previously established rate. Earnings 
declined sharply and dividends paid include an appreciable por¬ 
tion of profits withheld in the better years as shown in the fol¬ 
lowing summary: 

Reported Adjusted 

Retained earnings, 1922-32 - $88,862,000 $101,938,000 

Dividends in excess of earnings, 


1933-36 _ 29,164,000 28,534,000 

Balance available - $59,698,000 $ 73,404,000 


but are generally invested in expanding volume of business. When demand for 
the output falls off, prices are likely to be reduced in an effort to encourage more 
sales or production reduced in order to maintain prices. If sales prices are suffi¬ 
ciently low the peak volume of production can usually be maintained. With 
sales prices below the cost of production the revenue may be entirely adequate to 
maintain interest and dividends until the assets (inventories, supplies, and plant 
facilities) used in production are consumed. This type of reserve can be utilized 
to provide funds during poor years, but it is precisely what the business enterprise 
hopes to avoid. Adjusted figures showing the cash results of operation are in¬ 
cluded in the table to indicate the extent to which depression distributions were 
made from current operations even though reported earning figures may indi¬ 
cate a decidedly different result based upon accrual accounting. 
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There is little to indicate that these nineteen companies were 
able to pay generous depression dividends because they retained 
earnings during the twenties. They retained no more of the 
prosperity period income than many other companies that did 
not continue dividends, and the dividends of the early thirties 
were not paid extensively from surplus but came from current 
profits. General Cigar and R. J. Reynolds drew rather heavily 
against surplus for depression dividends but they retained a 
relatively small portion of prosperity profits and increased divi¬ 
dends in spite of their generous dividend policies of the twenties. 

Thirty-Three Per Cent of Companies that Reduced 
Dividends Less than 65 Per Cent 

It would not be at all necessary to maintain dividends in full 
during the poorest years in order to justify the practice of re¬ 
taining earnings in the good years and the stockholder might 
feel amply rewarded for his forbearance if during poor years 
he should receive 40 or 50 per cent of his regular dividend. In 
our sample there are twenty-four companies, one-third of the 
group, that reduced dividends during the poorest years less than 
65 per cent based upon rates of the late twenties. These compa¬ 
nies paid $983,635,000 in depression dividends and we are 
greatly interested to know what portion of the 1922—30 earn¬ 
ings these concerns retained and to what extent the depression 
dividends came from accumulated surplus. Table 11 presents 
these companies ranked in order of dividend maintenance and 
shows the amount of earnings retained during the twenties and 
the extent to which depression dividends depended upon these 
reinvested profits. 

It should be noted that only six of the enterprises reported 
losses and that only in the cases of Westinghouse and Cali¬ 
fornia Packing was the reported loss of considerable magnitude. 
The data demonstrate that practically all of the corporations 
which maintained dividends through the depression were able 
to operate profitably during the poorest years. Nevertheless, 
several companies in this group paid dividends substantially in 
excess of current earnings and we shall examine these instances 
in greater detail. 
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American Tobacco has for many years been a generous divi¬ 
dend payer, disbursing 73 per cent of the available income from 
1922 through 1932. Each year since 1932 earnings have been^ 
inadequate to meet the established dividend requirements and 
stockholders have received a portion of the retained income as 
shown in the following summary: 

Reported Adjusted 

Earnings retained, 1922-32 -$74,731,000 $73,906,000 

Dividends in excess of earnings, 

1933-36 _ 19,216,000 18,330,000 


Balance retained -$55,515,000 $55,576,000 

Sears Roebuck is sometimes used to illustrate the practice of 
paying dividends in poor years from surplus accumulated dur¬ 
ing good years, and it is true that this company did pay almost 
ten millions in cash dividends in excess of the depression in¬ 
come. Dividends paid in 1931 were earned in full, but in 1932 
one-half the regular rate was paid in the face of operating 
losses. The summary emphasizes that a very small part of the 
prosperity retained earnings was used to pay depression divi¬ 
dends. If the stockholder must forego almost two-thirds of his 
income during seven fat years in order to receive one-half that 
rate in one lean year, possibly the price of the depression divi¬ 
dend is too great. 

Reported Adjusted 

Retained earnings, 1922-30 _ $106,939,000 $107,008,000 

Dividends in excess of earnings, 


1931-32 _ 8,626,000 8,430,000 

Balance retained_ $ 98,313,000 $ 98,578,000 


Manufacture of electrical equipment is concentrated largely 
in the plants of two huge corporations and the product consists 
of heavy machinery and durable consumer goods. In nine pros¬ 
perous years of the twenties General Electric paid $265,362,- 
000 to common stockholders (counting $20,669,000 book value 
of Electric Bond & Share stock as cash equivalent) and reported 
$130,434,000 as retained. If reported figures are accepted as 
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final, only one-third of the earnings were retained but reserves 
for general contingencies increased nearly $30,000,000 and 
profit on sale of securities was $15,000,000. In addition to earn¬ 
ings retained, depreciation charges of $20,669,000 were not 
expended for plant maintenance and this additional amount be¬ 
came available for other corporate uses. After all adjustments 
the stockholders received 56 cents of each dollar made available 
through operations and the company reinvested 44 cents. 

General Electric did not report an operating loss at any time 
but profits after 1930 were substantially reduced. Dividends 
during four years of the depression were maintained at 82 per 
cent of the prosperity level counting as cash $26,440,000 of 
Radio Corporation of America common stock distributed under 
consent decree. Common stockholders received $38,926,000 
in cash dividends which were not earned during the depression. 
When one recalls that $208,019,000 was withheld in the twen¬ 
ties the dividends in excess of earnings do not appear overly 
impressive. The box score is as follows: 

Reported Adjusted 

Retained earnings, 1922-30_ $130,434,000 $208,019,000 

Dividends in excess of earn¬ 
ings, 1931-33 _ 38,926,000* 35,301,000* 


Balance retained- $ 91,508,000 $172,718,000 

♦Includes $7,725,000 preferred dividends and $1,157,000 
interest. 

Westinghouse Electric and Manufacturing Company re¬ 
tained 44 per cent of earnings available to stockholders during 
the prosperous decade (39 per cent of total net income) and 
suffered severe operating losses from 1931 to 1934. In spite of 
these losses, dividends were maintained equal to 56 per cent of 
boom period distribution. Retained funds of $58,104,000 were 
drawn upon for $17,380,000 to pay dividends during the early 
thirties and stockholders thereby received 30 per cent of the 
cash income previously withheld. Among the manufacturers of 
durable and capital goods Westinghouse is unique in its 1931- 
33 record. In spite of severe losses, substantial dividends were 
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paid, and as a result 62 per cent of the surplus created in nine 
good years was absorbed by losses and dividends during three 
poor years. This company paid relatively generous dividends 
during the twenties and still was able to make unusual dividend 
payments in the poorest years. The summary is as follows: 

Reported Adjusted 

Retained earnings, 1922—30 - $62,458,000 $58,104,000 

Losses, 1931-33 _ 21,197,000 16,728,000 

Preferred dividends, 1931-33 .... 737,000 737,000 

Common dividends, 1931-33 - 16,643,000 16,643,000 

Balance retained - $23,881,000 $23,996,000 

Two of the equipment manufacturers paid depression divi¬ 
dends approaching the regular rates established during the 
twenties. International Harvester and Otis Elevator each re¬ 
ported very small depression losses but each had retained a 
substantial portion of the prosperity profits. International Har¬ 
vester is one of the largest companies in this sample and the 
record deserves emphasis because International Harvester is one 
of the noted corporations that paid dividends throughout the 
depression. Forty-four per cent of reported net income was re¬ 
tained during the good years. Common stockholders saw 57 per 
cent of reported earnings available for dividends reinvested and 
when adjustments are made for increases in surplus reserves the 
stockholder received one-third of the income actually available 
for dividends. Substantial operating loss was sustained in 1932 
but stockholders received dividends at 58 per cent of the former 
rate. In total, common stockholders received 18 per cent of the 
income withheld in nine profitable years and only two-thirds of 
the amount retained in 1929 and 1930. When boiled down to 
bare facts the common stockholder may read the following 


box score: 

Reported Adjusted 

Total net income reported, 

1922-30 ___ $186,211,000 $186,211,000 

Surplus reserve increase _ 12,276,000 

Secret reserve increase_ 31,000,000 

Total available, 1922-30 _ $229,487,000 
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Preferred Dividends, 1922-30.. 42,564,000 42,564,000 


Available to common- 

$143,647,000 

$186,923,000 

Common dividends- 

61,815,000 

61,815,000 

Retained earnings- 

$ 81,832,000 

$125,108,000 

Losses, 1931-34 - 

4,174,000 

4,307,000 

Balance available- 

$ 77,658,000 

$120,801,000 

Preferred dividends,1931-34 _ 

22,900,000 

22,900,000 

Common dividends, 1931-34— 

22,412,000 

22,412,000 


Balance retained_ $ 32,346,000 $ 75,489,000 


International Harvester operated at a loss only in 1932 and 
unexpended depreciation represents at least one-third of the re¬ 
ported loss. Even if we combine all preferred and common de¬ 
pression dividends in excess of funds produced, stockholders 
received only 36 cents of each dollar withheld during the 
twenties. 

Otis Elevator paid dividends each of the depression years 
and stockholders received during the poorest years 68 per cent 
of their regular dividends. In better times the company re¬ 
tained fully one-half the total earnings. During the “years of 
the locust” minor operating losses were reported but deprecia¬ 
tion charges continued while plant expenditures were negli¬ 
gible, indicating that funds from operations were an important 
factor in making dividend payments. Earnings withheld over 
a period of nine years aggregate $25,062,000 and $11,054,000 
of the amount was later disbursed which is 44 per cent of the 
reported earnings withheld. 

The summary: 

Reported Adjusted 

Retained earnings, 1922-30_ $25,062,000 $24,945,000 

Preferred dividends in excess of 

earnings, 1931-34 - 905,000 -0- 

Common dividends in excess of 
earnings, 1931-34- 10,149,000 8,766,000 


Balance retained_ 


— $14,008,000 $16,179,000 
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American Brake Shoe and Foundry is the only railway 
equipment company included which even approached consist¬ 
ency in maintaining dividends through the depression and this 
accomplishment can be accounted for through two contributing 
factors. Unlike other companies in the industry, no operating 
losses occurred during the depression years, and in addition, 
SV /2 per cent of prosperity earnings available for dividends 
(39 per cent of total income) was withheld. It is very impres¬ 
sive to say the company paid four times as much in dividends as 
was earned during the three depression years and there is no in¬ 
tent here to minimize the accomplishment, but in round num¬ 
bers and summary form the record shows: 

Reported Adjusted 

Retained earnings, 1922-30 _ $9,886,000 $9,828,000 

Dividends in excess of earnings, 

1931-34 _ 1,790,000 934,000 

Balance retained _ $8,096,000 $8,894,000 

In this group of companies that maintained dividends we 
find a number of motor car manufacturers. The Chrysler Cor¬ 
poration as such did not exist until 1925 and in order to make 
the data comparable the Maxwell figures are used before 1925 
because in the beginning Chrysler was nothing more than the 
reorganized Maxwell Motor Car Company. Chrysler earnings 
in 1930 were at a low point while dividends greatly exceeded 
earnings and this condition continued until 1933. In the very 
profitable years before 1930 Chrysler retained 62 per cent of 
earnings available to common stockholders and 59 per cent of 
total net income. When the bad years came, dividends were 
maintained at 65 per cent of the boom year levels. During three 
of the poorest years in automobile history Chrysler stock¬ 
holders received 30 per cent of the profits withheld during the 
twenties. The Chrysler record of remarkable dividend pay¬ 
ments through the depression adds emphasis to the prerequisites 
already suggested for such disbursements. Fifty-nine per cent 
of the 1922-29 total net income was retained. No loss of funds 
occurred through operations during the worst years (since 
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unexpended depreciation is more than reported losses), and not 
more than 30 per cent of formerly retained earnings was dis¬ 
bursed. It may be significant to observe that 1936 Chrysler 
dividends were equal in amount to two-thirds of all dividends 
paid over the fourteen year period 1922-35 and is identical with 
the total dividends paid in the five year boom period 1926-30. 

Reported Adjusted 

Retained earnings, 1922-29 _ $65,935,000 $73,939,000 

Common dividends in excess of 
earnings, 1930-32 _ 19,869,000 13,449,000 

Balance available _ $46,066,000 $60,490,000 

Losses, 1930-32 _ 9,551,000 -0- 

Balance retained- $36,515,000 $60,490,000 

General Motors Corporation, second largest of the seventy- 
two companies included in this sample, earned more than 
$1,250,000,000 available for common dividends in the nine years 
1922-30 and stockholders received regularly an average of 65 
per cent of the annual earnings. Through the three worst years 
of the depression dividends were reduced 46 per cent. From 
each of the 469,034,000 prosperity dollars retained, stock¬ 
holders received during the “rainy days” 18.3 cents. Approxi¬ 
mately one-third of the dividends paid were in excess of re¬ 
ported income. All funds necessary for those disbursements 
came from operations since unexpended depreciation added to 
reported income exceeds cash dividends distributed. Once again 
it is demonstrated that a small part of profits withheld in good 
years reached stockholders during the thirties and that divi¬ 
dends paid during the depression were made available through 
the operating process and did not come from a storehouse of re¬ 
serves or liquid assets. The summary: 

Reported Adjusted 

Retained earnings, 1922-30_$465,378,000 $469,034,000 

Dividends in excess of earn¬ 


ings, 1931-33 _ 85,824,000 -0- 

Balance retained-$379,554,000 $469,034,000 
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Nash Motor Car Company* is somewhat famous for its 
highly liquid asset structure. For years during the twenties 
the cash balance alone was greater than all plant assets and 
when combined with marketable securities the liquid assets were 
twice as great as all other assets. From 1922—29 Nash retained 
44 per cent of all earnings. In 1930 about one-half the divi¬ 
dend requirement was earned and dividends were reduced some 
20 per cent. Through the bad years of 1931-34 dividends were 
maintained on an average at 41 per cent of 1926—29 rates. In 
spite of drastic reductions the payments far exceeded reported 
earnings and absorbed $14,610,000 of the $59,000,000 of funds 
retained during the twenties. The summary shows no exception 
to the assertion that a large part of income during the twenties 
did not reach the stockholder during the depression years, re¬ 
gardless of how invested. 

Reported, Adjusted 

Retained earnings, 1922-29 _ $56,575,000 $58,813,000 

Dividends in excess of earnings, 

1930-34 _ 20,439,000 14,610,000 


Balance retained_ $36,136,000 $44,203,000 

Mack Trucks, like the other automobile producers just re¬ 
viewed, operated profitably through the twenties, retained a 
large fraction of the earnings, and continued to pay at least 
some dividends each year of the early thirties. Mack reported 
operating losses during the poorest years and undoubtedly drew 
upon the surplus to pay whatever dividends were distributed, 
but again it is obvious that the stockholder paid dearly for his 
small depression dividend in terms of income withheld during 
the twenties. 

Reported Adjusted 

Retained earnings, 1922-29 _ $24,441,000 $23,941,000 


Losses, 1930-34 _ 3,435,000 1,313,000 

Balance available _ $21,006,000 $22,628,000 

Dividends, 1930-34 _ 7,850,000 7,850,000 

Balance retained- $13,156,000 $14,788,000 


* Now Nash-Kelvinator. 
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In the rubber industry 1930 was a very unprofitable year 
and thereafter through 1933 conditions were poor. During this 
time, as can be seen from Table 11, Firestone reported moder¬ 
ate income but paid substantial dividends in excess of the earn¬ 
ings. The Firestone dividend record is far superior to that of 
other companies in the industry, but it demonstrates again that 
extensive dividends are not paid in excess of current income. 
Through four years of greatly curtailed operations Firestone 
disbursed to common stockholders $7,425,000 in excess of earn¬ 
ings which is 20 per cent of the $37,466,000 retained in the 
eight preceding years. The summary: 

Reported Adjusted 

Retained earnings, 1922-29 _ $43,221,000 $37,466,000 

Common dividends in excess of 
earnings, 1930-33 - 5,418,000 7,425,000 

Balance retained_ $37,803,000 $30,041,000 

As a final illustration of companies that paid moderate divi¬ 
dends through the depression let us examine the record of Cali¬ 
fornia Packing Company. This company retained a small frac¬ 
tion of the 1922-30 earnings and has a good depression record 
of dividends paid in spite of generous payments during the 
twenties. Dividends in 1931 were paid at the usual rate but in 
1932 and 1933 when operations were conducted with heavy 
losses dividends were greatly curtailed and finally omitted in 
1933. California Packing Company retained a very moderate 
35 per cent of 1922-30 earnings, paid dividends far in excess 
of earnings through the depression but ceased payments when 
severe losses were incurred, financed heavily with funded debt 
in 1931, and resumed dividends in 1934 at the first sign of 
profits. The summary: 

Reported Adjusted 

Retained earnings, 1922-30 - $16,433,000 $16,433,000 

Operating losses, 1931-33* __ 9,870,000 7,778,000 

Dividends in excess of earnings, 

1931-33 _ 4,887,000 4,887,000 

Balance retained- $ 1,676,000 $ 3,768,000 

♦Contains $2,500,000 bond interest. 
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The prosperity and depression earnings and dividends of 
the twenty-four companies presented in Table 11 is a remark¬ 
able display of operating results. Each of these companies paid 
dividends in the early thirties that resulted in surplus charges 
with the exception of Owens-Illinois Glass and Corn Products. 
The important point, however, is that only a fraction of the 
previously withheld earnings was used to pay dividends. Dur¬ 
ing the depression stockholders received 24.5 per cent of the 
billion and a half dollars earned and reinvested during the 
twenties. In the poorest years of the most severe depression in 
history these companies charged $372,825,000 of their divi¬ 
dend payments against surplus, and if we look no further this is 
a most impressive achievement. When we add the comment that 
these same companies paid $610,810,000 additional dividends 
that they earned during the poorest years according to their 
reported figures and that funds received through operations were 
greatly in excess of the reported earnings, dividends charged to 
surplus do not seem so impressive, especially when we remem¬ 
ber that dividend payments were reduced substantially and that 
the $372,825,000 is less than 25 per cent of the earnings with¬ 
held during the twenties. 

Of even more significance, there seems to be no relation be¬ 
tween the ability to pay depression dividends and the amount of 
earnings previously retained. These companies maintained 
moderate dividend payments during the early thirties because 
in most cases they were able to operate with moderate success. 

Forty Per Cent of Companies with Poorest 
Depression Dividend Records 

Twenty-nine of the seventy-two corporations in this sample 
made drastic reductions in dividend payments during the early 
thirties and we find one important and outstanding factor which 
explains the inability to continue dividends. The earnings with¬ 
held and reinvested during the twenties were lost during the 
poor years and hence could not possibly be used for dividends. 
In Table 12 the companies are arranged in order of dividend 
maintenance and the prosperity earnings retained are related to 
depression dividends paid. 
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In most cases these enterprises were highly profitable dur¬ 
ing the twenties and as a group and individually they retained a 
substantial portion of the 1922-30 profits. In contrast with the 
continuously profitable companies that maintained depression 
dividends, this group suffered severe losses and of course could 
not and should not have maintained dividend payments during 
the poor years. Some of the depression losers did pay substan¬ 
tial depression dividends, however, and we shall examine in 
detail the records of a number of the outstanding cases. 

There are four railway equipment manufacturers listed in 
Table 12 and each paid at least some dividends during the early 
thirties, but it is disconcerting to try to establish causal relation¬ 
ship between these dividends and earnings withheld during the 
twenties. American Car & Foundry and American Locomotive 
operated with intermittent profits during the best years of the 
twenties and during that time did not earn the dividends in full. 
The depression dividends clearly did not come from earnings of 
the twenties but were in reality liquidating dividends. 4 5 This evi¬ 
dence supports the contention made earlier to the effect that 
dividends can be paid from capital as well as from surplus pro¬ 
vided the funds are available. Unlike the two companies just 
discussed, Baldwin Locomotive and New York Air Brake each 
reinvested several millions of the profits of the twenties. In 1931 
when losses were first experienced, Baldwin paid one-half the pre¬ 
ferred dividends but thereafter no dividends were paid through 
the period under review because there were no earnings available 
for dividends. The record of New York Air Brake is very 
similar to that of Baldwin Locomotive. With no bonds or pre¬ 
ferred stock in the capital structure, Air Brake paid a small 
dividend to common stockholders in 1931, but no further dis¬ 
bursements were made until 1936 when operating profits were 
again reported.® Surely there is nothing in the records of 
these four railway equipment manufacturers to indicate that 

4 American Locomotive reduced the par value of common stock from $50 
to $5 per share. 

5 There is no intent to imply that these companies should have paid depres¬ 
sion dividends at the 1927-30 rates. The purpose of common stock financing is 
to provide flexibility in paying for capital invested and it is therefore illogical and 
inconsistent to reason that income withheld in the good years will be used to pay 
dividends during the poor years. 
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retention of prosperity profits is essential to depression divi¬ 
dends or that such retention assures depression dividends. 

Steel manufacturers operated profitably through the twen¬ 
ties and generally retained a large fraction of the earnings, but 
we find these enterprises prominently represented in the group 
of corporations that reduced dividends most during the poor 
years. Inland Steel is the only one of the smaller producers that 
paid any common dividends during the early thirties. Unlike 
the other companies, Inland reported a profit for the 1931—34 
period which made the payments possible. Inland retained 35 
per cent of net income for nine profitable years retaining in total 
$22,198,000. Dividends to common stock were reduced 79 per 
cent through 1931-34 and in aggregate required $2,360,000 of 
the funds formerly withheld or little more than 10 per cent. 

Bethlehem, Crucible, and Republic are representative of 
the larger and more profitable steel corporations, but Bethle¬ 
hem is the only one which paid substantial depression dividends. 
Bethlehem retained 53 per cent of good year earnings available 
to common and paid dividends for only one year when operating 
losses appeared. Of the $53,525,000 in funds retained, com¬ 
mon stockholders eventually received $6,400,000 or 12 per 
cent. Through the twenties senior securities absorbed some 60 
per cent of net income and the corporation reinvested only 22 
per cent of the total income. With heavy bonded debt and 
severe operating loss in 1932 it is not surprising to find both 
preferred and common dividends omitted. The summary dem¬ 
onstrates that a limited amount of income retained in the profit¬ 
able period reached stockholders during the early thirties. 


Retained earnings, 1922-30 
Income reported, 1931—34 . 
Interest charges, 1931-34... 


Reported Adjusted 


$58,289,000 $53,525,000 
354,000 -0- 

27,829,000 21,214,000 


Balance available - $30,814,000 $32,311,000 

Preferred dividends, 1931-34 — 10,174,000 8,450,000 

Common dividends, 1931-34- 6,400,000 6,400,000 


Balance retained 


— $14,241,000 $17,461,000 
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Bethlehem paid less in common and preferred dividends com¬ 
bined when the poor years came than was retained in 1929 
alone, and it will be noticed that dividend payments were sus¬ 
pended during the first year of poor business. This does not 
prove that more dividends should have been paid during the 
twenties, but it does support the contention that surplus from 
the good years is not used extensively to pay dividends during 
poor years.® 

United States Steel retained 46 per cent of 1922-30 earn¬ 
ings available to common stockholders (31 per cent of total in¬ 
come), yet common dividends were omitted during the first 
year of poor operations and preferred dividends reduced to 
about 28 per cent of the agreed rate. In 1931 common stock¬ 
holders received 11 per cent of the $332,577,000 reported in¬ 
come withheld or 16 per cent of the 1922-30 adjusted retained 
earnings, and none thereafter. On the other hand, $95,308,000 
of the reinvested profits were lost. The summary: 


Reported 

Retained earnings, 1922-30 — $332,577,000 

Losses, 1931-34 ... 95,308,000 

Bond interest, 1931-34-.. 20,998,000 


Adjusted 

$312,574,000 

10,460,000 

20,998,000 


Balance available_ $216,271,000 

Preferred dividends, 1931-34 60,348,000 
Common dividends, 1931-34 .. 36,984,000 


$281,116,000 

60,348,000 

36,984,000 


Balance retained 


$118,939,000 $183,784,000 


Although depression dividend payments were drastically 
reduced on the preferred stock and omitted entirely on the 
common, United States Steel paid nearly $100,000,000 in cash 

6 The proposition can be made that common stockholders are in a better posi¬ 
tion since it is possible to pay bond interest and thereby keep control in the com¬ 
mon. This procedure keeps control in the hands of corporate directors and offi¬ 
cers, but the many small investors who own much of the common stock would 
have perhaps equally as much control if a trustee in bankruptcy were operating 
the enterprise. Furthermore, if the retained earnings are invested largely in in¬ 
ventories and plant facilities thereby setting the stage for a slump, it might be 
healthy to drain the profits off in the form of cash dividends and avoid or miti¬ 
gate a period of forced liquidation. In any case, bond interest could still be met 
through asset liquidation regardless of the surplus situation. 
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dividends that were charged to surplus. Without the surplus, 
could these dividends have been paid? From a standpoint of 
financial ability the surplus has little bearing upon the matter 
but legally the dividends could not have been paid without the 
surplus except as liquidating dividends. In reality, these were 
liquidating dividends, as will be demonstrated in Chapter 5. 
These two large steel companies paid 65 per cent of all the de¬ 
pression dividends tabulated in Table 12. In each case pay¬ 
ments to common were reduced more than 80 per cent and pay¬ 
ments to preferred were reduced equally as much. The amounts 
paid are substantial and impressive but the amounts omitted are 
even more impressive. 

It will be observed from Table 12 that a number of auto¬ 
mobile producers and machinery manufacturers paid depres¬ 
sion dividends of several million dollars each. Without ex¬ 
tended discussion the tabulation in Table 13 demonstrates that 
in most cases the dividends paid were a small fraction of the 
earnings reinvested during the twenties, that generally a much 
greater amount of the profits were lost than materialized ■’as 
cash dividends, and that these companies retained a generous 
portion of the profits of the twenties. 


Table 13—Retained Earnings and Depression Dividends of Selected 
Automobile and Machinery Manufacturers 
(Amounts in thousands of dollars) 


Company 

Retained Earnings 
Reported 
Prosperity Period 

Reported 

Depression 

Losses 

Preferred 
and Common 
Dividends 
Depression 
Years 

Amount 

Per Cent 
of Total 
Earnings 

Hudson Motor Car Co. 


52 

$14,640 

$8,115 

Rco Motor Car Co. 


41 

9,791 

2,372 

Packard Motor Car Co. 


34 

13,628 

6,746 

Deere & Co. 

28,848 

53 

8,716 

4,877 

Allis-Chalmers 





Manufacturing Co. 


22 

2,390 

1,976 

T. I. Case Co. 

12,487 

52 

5,163 

2,817 

Motor Wheel Corp. 

5,893 

35 

1,637 

839 

Fairbanks, Morse & Co. 

7,876 

35 

4,537 

726 
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Prosperity Retained Earnings and Depression Dividends 

The data presented in Tables 10, 11, 12, and 13 provide 
convincing proof that: (1) the corporations which paid most of 
the depression dividends operated profitably even during the 
poorest years and therefore did not draw upon accumulated 
surplus extensively in order to make the payments} (2) the cor¬ 
porations that found it necessary to charge dividends to surplus 
made drastic reductions in the dividend rates. Although the 
aggregate amount of dividends paid from surplus charges is 
large in many cases, when compared with earnings withheld 
during the twenties these payments seem quite inadequate to 
recompense the stockholder for his forbearance during the best 
years; (3) there is no apparent relation between earnings rein¬ 
vested during the twenties and dividends paid during the early 
thirties; (4) in almost one-half the enterprises a much greater 
portion of the 1922—30 reinvested profits was lost during de¬ 
pression years than was paid to stockholders. 



Chapter 4 

INVESTMENT OF RETAINED EARNINGS 


Thus far the observations relating to corporate income ad¬ 
ministration have been based upon analysis of the income ac¬ 
counts. 

Although the conclusions drawn therefrom are of vital 
significance, it is necessary to examine the bal a nce sheets in 
order to discover the real effect and nature ot reinvested earn¬ 
ings. Sound financial policy may dictate the retention ot a por¬ 
t ion of the income in order to provide for future losses and un- 
foreseen contingencies. J_n essen ce, this st atement means that net 
income cannot be measured in short time s egments and it is 
therefo re ne cessary to a ssu me th at short peri od reports are, 
overoptimistic and do n ot recognize or cannot measur e certain 
long term influences which ine vitably reduce repo rted profits. 
Plowe d back earnings m easured Tn sfiort time. Int ervals repre¬ 
sent a semisuspense accountTpending furth er.develo pments. 

It must be clear that reported short period income is sup¬ 
ported and measured by valid assets, and retained income is 
represented by asset increases or liability decreases. The pro¬ 
ductive process culminates in revenue supported by eventual 
cash collections and corporate management formulates the ex¬ 
pansion, investment, and dividend policies designed to make 
effective use of the funds produced. An examination of balance 
sheets reveals the manner in which retained earnings and new 
capital are invested and provides further convincing evidence 
that reinvested earnings do not create a fund or reserve from 
which dividends can be paid during bad years. 

Nineteen companies in this sample increased the rate of 
common dividend payments during the depression, while 
twenty-nine of the enterprises reduced depression dividends 
more than 70 per cent. Did these two groups of corporations 
invest prosperity earnings in a distinctly different way which 
influenced or led to the different depression records? 
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Nineteen Companies that Increased 
Dividends in Depression Years 

The companies which continued profitable operations after 
1930 and increased dividend disbursements were producers of 
necessary consumption goods with the exception of four indus¬ 
trial chemical manufacturers. The composition of this continu¬ 
ously profitable group, classified by industry, shows: 

5 food processors 

5 tobacco and beverage companies 

3 retail merchandisers 

2 can companies 

4 industrial chemical companies 

In theory, these companies are expected to feel cyclical influ¬ 
ences to only a moderate degree and as a consequence are ex¬ 
pected to distribute generous dividends compared to current 
income. The periodic revenue and net income for these compa¬ 
nies show remarkable stability, but they retained more of the 
1922—30 income than any other group. 

Table 14 assembles the fifteen year financial history of the 
nineteen companies and shows how funds were invested during 
the best years and extent of the liquidation during depression 
years. During the prosperity decade these corporations retained 
$779,224,000 which is 42 per cent of their reported operating 
income. 

New stock and bond capital in excess of retirements totals 
$115,655,000 and added to reported retained income provides 
$894,879,000 for corporate expansion. Cash and liquid securi¬ 
ties absorbed 35.5 per cent of these funds, while 22 per cent 
was invested in inventories and receivables. Working capital 
thus represents 56.5 per cent of the expansion during the 
twenties, while investment in plant assets absorbed 40 per cent 
of the combined reinvested income and net new capital. 1 Details 

1 One might say the $505,980,000 working capital increase came entirely 
from the $779,224,000 reported retained earnings, and on that assumption 65 
per cent of the earned surplus was thus invested in working capital and perhaps 
35 per cent in plant assets. There is little merit to the 1 ranking of sources, how¬ 
ever, and the writer prefers to regard new capital funds and retained income 
as a homogeneous supply of capital for corporate expansion. 

Note that these percentage figures are based upon reported retained earn¬ 
ings plus net new capital issues,, whereas Table 14 is based upon retained earn¬ 
ings plus all new capital. t * 
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of the utilization of funds, including both retained earnings and 
new capital, are presented in Table 15 for these nineteen com¬ 
panies. 


Table 15— Utilization op Earnings and New Capital 
during Prosperity Period 

Nineteen Companies that Increased Dividend Payments 
during Depression Years 


Percentage Application of Funds 


Company 

Total 

Working 

Capital 

Securities 

Invest¬ 

ments 

Plant 

Assets 

Retirement 
of Senior 
Securities 

Sundry 

Hershey Chocolate Corp. 
General Cigar Company, Inc. 

100 

14 


-4 

90 

—0— 

100 

48 


19 

37 

-0- 

F. W. Woolworth Co. 

100 

21 


30 


19 

Loose-Wiles Biscuit Co. 

100 

23 


54 


12 

Coca-Cola Co. 

100 

32 


3 


-a- 

Borden Co. 

100 

27 


73 



Air Reduction Company, Inc. 

100 

53 

14 

33 

-0- 

-0- 

J. C. Penney Co. 

100 

72 


25 

1 

-0- 

Pillsbury Flour Mills Co. 

100 

16 


62 

15 

2 

Ligget & Myers Tobacco Co. 
Continental Can 

100 

100 


-O- 


-0- 

Company, Inc. 

100 

50 


53 

—0— 

-8 

American Can Co. 

100 

19 


64 

12 

2 

Mathieson Alkali Works, Inc. 

100 

12 

10 

92 

—0— 

-14 

S. S. Kresge Co. 

100 

19 

—0— 

84 

4 

-7 

Allied Chemical & Dye Corp. 

100 

91 

-17 

16 

10 

—0— 

R. J. Reynolds Tobacco Co. 

100 

59 

-4 

8 

37 

—0— 

Quaker Oats Co. 

100 

62 


40 

—0— 

— a— 

Wm. Wrigley, Jr. Co. 
Commercial Solvents Corp. 

100 

88 


13 

8 

-0- 

100 

95 


—0— 

10 

-5 


There is no predominant characteristic of investing income 
among these companies. Ten concerns invested more than 50 
per cent of new funds in working capital, seven companies in¬ 
vested more than 50 per cent in plant facilities, and the other 
two companies retired senior securities. 

In the poorest years of the early thirties according to re¬ 
ported figures, these nineteen companies paid $27,261,000 of 
dividends in excess of earnings and when adjusted for direct 
surplus charges the earning deficiency is nearly $70,000,000. 
Plant assets were liquidated for 65 per cent of this deficiency 
through the process of “unexpended depreciation.” Working 
capital, especially liquid assets, decreased substantially although 
inventories increased. It is interesting to note that the working 
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capital decrease is almost equal to retirement of outstanding 
stocks and bonds plus investments in nonliquid securities of 
other companies.* 

Twenty-Nine Companies that Reduced Common 
Dividends More than 70 Per Cent 

The twenty-nine companies that reduced common dividend 
payments by more than 70 per cent during the poorest years 
operate in the following industries: 

3 automobile manufacturers (smaller companies) 

3 automobile equipment manufacturers 

4 railway equipment manufacturers 

7 machinery manufacturers 

7 steel manufacturers 

1 merchandiser 

1 tobacco company 

2 rubber companies 

1 chemical producer 

For the most part, companies in this category produce capi¬ 
tal equipment or durable consumer goods. All except three of 
the companies reported substantial operating losses during the 
poorest years, but eighteen of these corporations retained more 
than 30 per cent of total net income reported during the decade 
of the twenties. As a_group they retained 29 per cent of total 
income reported during the best years which should be ample 
to smooth the dividend distribution if'that accomplishment is 
possible from surplus reserves created by retaining earnings. 
It is interesting to note that only two of these companies paid 
dividends through the poorest years in excess of 10 per cent of 
1930 assets. 

Table 16 assembles in gross aggregates the fifteen year 
financial history of twenty-five companies with poorest depres¬ 
sion common dividend records compared to the late twenties 

2 Figures published by the New York Stock Exchange in February, 1934, 
reveal that 259 corporations with shares listed on the New York Stock Exchange 
had reacquired portions of their own stock during the 1931-33 period. 



Table 16— Sources and Application of Funds 
Twenty-Five Companies that Reduced Common Dividends More than 70 Per Cent 
(Amounts in thousands of dollars) 
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Represents 51 per cent of earnings available to common stock. f Represents 28 per cent of earnings available to common stock. 
























72 


MICHIGAN BUSINESS STUDIES 


and shows how the funds accumulated during the good years 
were invested and calls attention to the sources that enabled 
them to meet earning deficiencies of the early thirties.* 

During the prosperity decade these twenty-five corporations 
retained $704,557,000 which is 49 per cent of the income re¬ 
ported available to common stockholders and 30 per cent of the 
$2,374,264,000 net income of the period. New stocks and 
bonds were issued in total amount of $1,239,305,000 but 
$790,547,000 were retired during the decade leaving $448,- 
758,000 of new capital in addition to retained earnings. If one 
regards net new capital and retained earnings as homogeneous 
funds available for investment, they were invested 16 per cent 
in working capital, 63 per cent in plant assets, 5 per cent in 
securities of related companies, and 16 per cent in other assets. 4 
If we exclude United States Steel, these poor depression payers 
invested their available funds of the best years, 21 per cent in 
working capital, 63 per cent in plant facilities, 6 per cent in 
securities of related companies, and 10 per cent in other assets. 

Table 17 assembles the twenty-five companies by name and 
shows, by chief asset categories, how the earnings and new capi¬ 
tal contributions of the profitable period were invested. It is 
difficult to discern any uniformity in investment policies. Ten 
of the companies invested the funds 25 per cent or more in 
working capital, seventeen of the enterprises invested more 
than 25 per cent of their funds in plant assets, and fourteen of 
the companies utilized more than 25 per cent in retirement of 
stocks and bonds. 

Comparative Analysis 

Table 18 is designed to display the manner in which nine¬ 
teen continuously profitable generous depression dividend pay¬ 
ing companies invested prosperity accumulations compared to 
twenty-five companies that reduced depression common dividends 

8 American Car and Foundry, American Locomotive, National Acme, and 
Worthington Pump reduced depression dividends more than 70 per cent but are 
excluded because of 1922-30 operating losses. 

United States Steel is included in this group and represents approximately 
one-half the total figure. 

4 These figures do not appear in Table 16 because gross new capital is there 
considered as available for investment. 
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Table 17— Utilization op Earnings and New Capital 
during Prosperity Period 

Twenty-Five Companies that Reduced Dividends More than 70 Per Cent 




Percentage Appl 

i 

Lication 

of Funds 


Company 

Total 

Working 

Capital 

Securities 

Invest¬ 

ments 

Plant 

Assets 

Retirement 
of Senior 
Securities 

Sundry 

Hudson Motor Car Co. 


48 


51 

—O- 

1 

Deere & Co. 


67 


8 

28 

-3 

Inland Steel Co. 

Allis-Chalmers 


19 


42 

24 

3 

Manufacturing Co. 


24 


34 

34 

8 

B. F. Goodrich Co. 

100 

14 


48 

39 

2 

Reo Motor Car Co. 

100 

65 

1 

32 

2 

-0- 

Bethlehem Steel Co. 

100 

7 

1 

55 

35 

2 

United States Steel Corp. 

100 

-3 

1 

24 

76 

2 

J. I. Case Co. 

100 

102 

1 -3 

3 

-0- 

-2 

Motor Wheel Corp. 

100 

13 

14 

25 

1 47 

1 

Packard Motor Car Co. 

100 

-11 


41 


-3 

Hart, Schaffner & Marx 

100 

28 


-O- 


4 

Fairbanks, Morse & Co. 

100 

58 


24 


12 

New York Air Brake Co. 

100 

27 


-0- 

60 

13 

Consolidated Cigar Corp. 
American Cyanamid & 

100 

42 


22 

36 

-0- 

Chemical Corp. 

100 

23 


53 

9 

20 

Baldwin Locomotive Works 

100 

-47 

32 

99 

-0- 

16 

Chicago Pneumatic Tool Co. 
Crucible Steel Co. of 

100 

-26 

10 

80 

36 

-0- 

America 

100 

-17 

-1 

60 

54 

4 

Gulf States Steel Corp. 

100 

5 

1 

88 

3 

3 

Republic Steel Corp. 

100 

13 

9 

75 

3 

—O— 

Wheeling Steel Corp. 

100 

26 

-1 

55 

13 

7 

United States Rubber Co. 

100 

-14 

59 

-223 


168 

Mullins Manufacturing Corp. 

100 

36 

-8 

68 

■u 

-0- 

Spicer Manufacturing Corp. 

100 

-1 

-6 

116 


-134 


more than 70 per cent. There is considerable similarity of 
policy among these companies which had such divergent de¬ 
pression experiences. Forty-seven per cent of the depression 
payers invested more than one-half their retained earnings and 
new capital in working capital and likewise 16 per cent of the 
companies which made drastic reductions in depression divi¬ 
dends invested more than one-half their retained income in the 
same manner. Fifty-eight per cent of the generous dividend 
companies invested less than one-half the prosperity funds in 
plant assets, and 52 per cent of the concerns that reduced divi¬ 
dends invested less than one-half in plant facilities. 
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Table 18— Comparison op Fundamental Utilization Policies 


Per Cent of 


Application of Funds 


Retained 

Earnings 

Invested 

Working 

Capital 

Security 

Investment 

Plant 

Assets 

Retirement 

of 

Securities 

Sundry 

Companies Increasing 
Less than 25 

' Dividends 
7 

13 

7 

15 

14 

25-50 

3 

-0- 

4 

2 

-0- 

50-75 

5 

-0- 

5 

1 

-0- 

More than 75 

4 

-0- 

2 

1 

-0- 

Liquidated 

-O- 

6 

1 

-0- 

5 


—— 

— 

— 

— 

—— 

Total companies 

19 

19 

19 

19 

19 

Companies Reducing 
Less than 25 

Dividends ] 
8 

More than 7 
14 

0 Per Cent 

7 

11 

20 

25-50 

6 

2 

6 

8 

-0- 

50-75 

3 

1 

6 

4 

-0- 

More than 75 

1 

-0- 

5 

2 

1 

Liquidated 

7 

8 

1 

-Q- 

4 


— 

— 

— 

— 

— 

Total companies 

25 

25 

25 

25 

25 


It is recognized that income and new capital invested in 
various assets may not be the most significant factor. A profit¬ 
able company might invest equal portions of the net income in 
a variety of assets while a much less profitable company might 
utilize all of its earnings to strengthen working capital and still 
be in unhealthy condition due to inadequate earnings in the first 
place. ; 

If we compare 1921 working capital and plant assets with 
working capital and plant assets at the peak of the best years, 
the statistical fault just referred to is eliminated and the net 
percentage increase or decrease in these two main asset cate¬ 
gories is measured. 6 Tables 19 and 20 show investments in 
working capital and fixed assets made by the continuously gen¬ 
erous dividend payers compared to the companies which greatly 
reduced depression dividends. 

* Write-ups, write-downs, and other inconsistencies in valuing various assets, 
especially in the plant accounting, render these figures unreliable to an undeter¬ 
mined but small extent in most cases. Likewise, transfers of securities from a 
marketable classification to investment accounts may have some influence on the 
net changes. 
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* Wm. Wrigley, Coca-Cola, and General Cigar, period closes 1931. Liggett & Myers and R. J. Reynolds, period closes 
1932. J. C. Penney, period closes 1929. 
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There is considerable evidence that the continuously profit¬ 
able companies tended to increase working capital more and 
plant assets relatively less than companies that reduced divi¬ 
dends and generally reported depression losses. Whether this 
procedure caused the depression records or influenced their 
respective experiences is an entirely different matter. The first 
named group undoubtedly requires much less investment in 
plant facilities and probably requires considerably more invest¬ 
ment in inventories. A condensed summary of the record ap¬ 
pears in Table 21. 

All of the continuously profitable companies increased 
working capital by large amounts. While many companies that 
reduced dividends drastically show large increases in working 
capital during the best years, many of them added little to the 
working capital and in 24 per cent of the cases it was reduced 
during the best years. Many of these concerns actually had no 
good years and therefore could not exercise much choice in the 
selection of investment media. The investment in plant assets 
is very similar between the two groups. Most of the companies 
made tremendously large investments in the plants, while sev¬ 
eral in each group reduced the book value of plant properties. 


Table 21— Distribution of Companies by Percentage Increase in Working 
Capital and Plant Assets, Prosperity Period 


Per Cent Increase 

Working Capital 

Plant Assets 

Number of Companies 

Number of Companies 

Companies Increasing Divide) 
More than 100 

nds 

15 

9 

50-100 

2 

2 

Less than 50 

2 

5 

Liquidated 

-0- 

5 

Total Companies 

19 

19 


Companies Reducing Dividends More than 70 Per Cent 


More than 100 

6 

7 

50-100 

4 

6 

Less than 50 

8 

9 

Liquidated 

7 

3 

Total Companies 

25 

25 
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Twenty-Four Companies that Paid Substantial Depression 
Dividends in Excess of Earnings 

Attention is now directed to the remarkable record of 
twenty-four outstanding corporations (33 per cent of the 
sample) that paid cash dividends during the depression in spite 
of inadequate earnings or actual operating losses. How was 
the income of the best years invested in such a manner as to 
provide a “fund” or “reserve” from which depression dividends 
were paid? In Table 22 the companies that paid dividends re¬ 
quiring substantial charges to surplus are arranged by industry 
groups and within the groups in order of dividend maintenance. 

During the decade of the twenties the twenty-four compa¬ 
nies under observation had varying degrees of successful opera¬ 
tion and some retained much and others retained little of the 
net income. In most cases the earnings were reinvested in all 
the asset categories or were used to retire outstanding debt and 
stock issues. In a few instances certain assets were selected as an 
investment reservoir, especially in the inventories. Plant equip¬ 
ment absorbed more of the retained income than any other 
asset, 75 per cent of the companies investing from 20 per cent 
to 55 per cent of the 1922—30 retained income in plant facilities. 

There is little indication that the manner of investing earn¬ 
ings in the prosperous decade accounts for the depression rec¬ 
ords. Ability to pay dividends is dependent upon continued 
earnings and a company could reinvest all of the income made 
during a cyclical upswing in either working capital or plant fa¬ 
cilities and still pay little if any dividends during a depression 
if there is inadequate revenue. If expanded plant facilities 
prove to be needed and can be operated profitably during reces¬ 
sions, a surplus reserve represented by such investment is a 
source of financial strength. On the contrary, if plants are idle 
during periods of slack business, the surplus reserve thus in¬ 
vested is a millstone. As long as a concern can produce revenue 
which recovers something more than out-of-pocket costs it can 
continue dividends pnd at the same time keep the working capi¬ 
tal position healthy. If revenue is inadequate to meet the oper¬ 
ating expenditures, it is almost a foregone conclusion that cash 
and marketable securities will prove inadequate to meet the 
occasion. 



Tabus 22—Percentage Investment of Retained Earnings and New Capital Issues, Prosperity Period 
Twenty-Four Companies Paying Depression Dividends Substantially in Excess of 
Current Earnings, Classified by Industry 
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Chapter 5 

ASSET LIQUIDATION AND EARNING 
DEFICIENCIES 

How did specific corporations meet their depression losses? 
It is in large measure nonsensical to say that surplus was drawn 
upon because surplus is a balancing figure on the equity side of 
the balance sheet even though it may represent earnings rein¬ 
vested in some form. In this chapter the sampled corporations 
are divided into three groups in order to observe the process 
of asset liquidation during the depression years. 

Seventeen companies (approximately 25percent of sample) 
paid dividends materially in excess of depression earnings. 1 
Eighteen companies (25 per cent of the sample) paid dividends 
material in amount, after reporting operating losses. Ten con¬ 
cerns in this sample earned very little even during the best years 
and dividend payments were negligible, but how were the oper¬ 
ating losses financed? Of the remaining twenty-seven compa¬ 
nies in the sample, fifteen increased dividend payments during 
the poorest years but earned the requirements in full; ten re¬ 
ported net income during the depression but dividends were re¬ 
duced sufficiently to stay within the income} and two compa¬ 
nies had nominal losses and paid nominal dividends. 

Seventeen Companies Paying Depression Dividends 
Substantially in Excess of Earnings 

During the poorest years a number of outstanding compa¬ 
nies paid dividends considerably in excess of the reported in¬ 
come. Compared to total income retained during the decade of 
the twenties the disbursements were relatively small in most 
cases, but in immediate dollars the amounts appear impressive. 
How were surplus reserves invested and what assets were liqui- 

1 Companies are deemed to have paid a significant amount of dividends in 
excess of net income when common and preferred payments amount to $1,000,000, 
and if the disbursements exceed reported income available by more than 10 
per cent; Companies in Table 22 paid dividends of more than $4,500,000, hence 
the difference in number of companies. 
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dated in order to meet the deficiencies? In condensed form the 
answers are presented in Tables 23, 24, and 25. For those inter¬ 
ested in details of representative company performances, atten¬ 
tion is directed to Appendix III A. 

Table 23 shows in aggregates the asset expansion and 
liquidation through the 1922-33 cycle. Observe that percent¬ 
agewise the asset structure does not differ greatly at any point 

Table 23 —Asset Expansion and Liquidation, 1921-33 
Seventeen Companies Paying Depression Dividends 
Substantially in Excess of Earnings 
(Amounts in thousands of dollars) 


Source or 

Application 
of Funds 

1921 

1930 

1933 

1931-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 117,960 

19 

$ 381,275 

B9 

$ 205,123 

El 

$-176,152 

Marketable securities 

71,460 

12 

145,898 


151,295 

■ti 

■ II 

Receivables 


32 

VhyjllM] 

HI 

120,276 



Inventories 

396,452 

65 


la 

517,857 

HI 

mLi 

Total current assets 

$ 781,184 

128 

$1,332,998 

118 

$ 994,553 

115 

$-338,445 

Current liabilities 

170,332 

28 

199,934 

18 

131,244 

15 

-68,690 

Net working capital 

$ 610,850 

46 

$1,133,062 

D 

$ 863,310 

45 

$-269,752 

Investments 

134,348 

10 

327,352 

H 


15 

-51,647 

Sundry assets 

11,264 

1 

21,781 

M 

mmrSnM 

1 

-5,601 

Intangible assets 

197,722 

15 


■9 

117,578 

6 

11,790 

Plant assets 

362,514 

28 


El 


33 

-23,817 

Total 

$1,316,695 

100 

$2,289,079 

100 

$1,888,893 

100 

$-339,027 

Unexpended depreciation 







61,158 

Total liquidation 







$ 400,185 

New security issues - 







774 

Total deficiency 







$ 400,959 

Intangible assets written off 







26,574 

Adjusted earning deficiency 







$ 374,385* 

Surplus reserves 

$ 316,737 


$ 978,912 


$ 574,195 


$-404,717 

Add: American Tobacco Com¬ 








pany payment for brand 








names charged to surplus 





36,749 








$ 610,944 


$-367,968 

Losses reported 





23,180 



Dividends and interest 





155,402 



Write-downs and adjustments 





189,386 


-367,968 






$ 978,912 



Capital stock revaluations and 








stock dividends, net 







6,417 








$ 374,385 


* Earning deficiency adjusted, depression period, $374,385,000. 
Earning deficiency reported, depression period, 205,799,000. 
Retained earnings reported, prosperity period, 844,424,000. 
Retained earnings adjusted, prosperity period, 865,823,000. 
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in the cycle. It should be noted also that much of the $404,- 
717,000 decrease in surplus reserves is a result of write-offs 
and adjustments and does not appear because of dividend pay¬ 
ments. 

Table 24 shows the frequency and extent of asset liquida- 

Table 24—Extent of Asset Liquidation, Depression Period 
Seventeen Companies Paying Depression Dividends 
Substantially in Excess of Reported Income 


Per Cent of Companies 


Percentage 

Liquidation 

Cash 

Liquid 

Securi¬ 

ties 

Receiv¬ 

ables 

Inven¬ 

tories 

Total 

Current 

Assets 

Current 

Liabili¬ 

ties 

Net 

Working 

Capital 

Invest¬ 

ments 

Plant 

Assets 

O- 9.9 

12 

23 

6 

-0- 

12 

6 

17 

12 

47 

10-19.9 

mLm 

-0- 

12 

24 

24 

17 

17 

18 

35 

20-29.9 

1 WM 

-0- 

12 

6 

24 

12 


6 

* 

30-39.9 


12 

23 

29 

28 

17 

24 

6 

* 

40-49.9 

si 


6 

12 

12 

—0— 

12 

18 

* 

50-59.9 

mm 


12 

6 

- 0 - 

12 

-0- 

-O- 

* 

60-69.9 

mtm 


23 

6 

— 0 — 

12 

-0- 

-0- 

* 

70-79.9 



-0- 

-O- 

-0- 

12 

—0— 

—0— 

* 

80-89.9 

12 


-0- 

-O- 

-0- 

-0- 

-0- 

-0- 

* 

90-99.9 

-0- 

12 

-0- 

-0- 

— 0— 

-0- 

-0- 

—0- 

* 

(Increases) 

17 

41 

6 

17 

-0- 

12 

-0- 

40 

6 

Totals 

100 

100 

100 

100 

100 

100 

100 

100 

as 


* 12 per cent of the companies wrote down plant assets substantially. 


tion during the poores f years. 2 The liquidation rarely reached 
40 per cent of the 1930 amounts while the degree of liquida¬ 
tion in the various assets followed no particular pattern among 
the companies. 

It is interesting to note that marketable securities and in¬ 
vestments in related companies actually increased in 41 per 
cent of the cases during the poorest years. This record is ex¬ 
actly as it should be. Security prices are lower during the de¬ 
pression years than at any other time and if securities are to be 
held at all they should be purchased at just such times. Inven¬ 
tories and receivables are the assets most often liquidated dur¬ 
ing the depression according to data presented in Table 24. 

It is hardly feasible to show by percentages or other rela¬ 
tives exact portions of the earning deficiency provided by liqui¬ 
dating various assets. It is possible to state, in general, how 
earning deficiencies were met in each case, and in Table 25 
each company is listed by name showing in order of magnitude 

*The degree of asset liquidation is computed by dividing the 1931—33 or 
1931-34 decrease by the 1930 year-end asset figures. 
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the three assets liquidated which provided most of the funds to 
meet the earning deficiency. In most cases the first two assets 
named account for a very large part of the total liquidation. In¬ 
ventories provided much of the earning deficiency in more than 
two-thirds of the cases, while liquid assets supplied an im¬ 
portant part of the deficiency in 35 per cent of the cases. Re¬ 
ceivables were liquidated by most companies, and plant assets 
made an important contribution in at least 70 per cent of the 
cases. 


Table 25—Assets Liquidated to Greatest Extent, Depression Period 
Seventeen Companies Paying Depression Dividends Substantially 
in Excess of Reported Earnings 


Company 


Assets Arranged According to 
Degree of Liquidation 


12 3 


May Department Stores Co. 

J. C. Penney Co. 

Sears, Roebuck & Co. 
American Tobacco Co. 

R. J. Reynolds Tobacco Co. 
General Cigar Company, Inc. 
Otis Elevator Co. 

General Electric Co. 

Chrysler Corp. 

Firestone Tire & Rubber Co. 
Inland Steel Co. 
Nash-Kelvinator Corp. 
Packard Motor Car Co. 
Timken Roller Bearing Co. 
Union Carbide & Carbon Corp. 
American Brake Shoe & 
Foundry Co. 

Electric Storage Battery Co. 


Inventories 
Inventories 
Receivables 
Liquid assets 
Liquid assets 
Inventories 
Inventories 
Liquid assets 
Plant assets 
Liquid assets 
New issues 
Liquid assets 
Plant assets 
Plant assets 
Liquid assets 

Receivables 

Receivables 


Receivables 

New issues 

Inventories 

New issues 

New issues 

Plant assets 

Receivables 

Inventories 

Inventories 

Inventories 

Liquid assets 

Plant assets 

Inventories 

Inventories 

Inventories 

Plant assets 
Inventories 


Plant assets 

Plant assets 

Plant assets 

Plant assets 

Receivables 

Receivables 

Plant assets 

Receivables 

Receivables 

Sundry 

Investments 

Receivables 

Liquid assets 

Sundry 

Receivables 

Liquid assets 
Plant assets 


Eighteen Companies that Paid 
Dividends after Losses 

When the record of these eighteen companies that paid at 
least $1,000,000 of depression dividends (after reporting de¬ 
pression losses) is assembled in aggregate, we find approxi¬ 
mately $700,000,000 of prosperity profits reinvested, 30 per 
cent going into working capital and 68 per cent invested in 
plant assets. It should be noted that the working capital in¬ 
creases took place in receivables and inventories entirely while 
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liquid assets shifted slightly from marketable securities to cash. 
In percentage terms, the asset structure of 1921 and 1930 year 
ends is almost identical. (See Table 26.) 

Table 26 —Asset Expansion and Liquidation, 1921-33 
Eighteen Companies Paying Substantial Depression 
Dividends after Operating Losses 
(Amounts in thousands of dollars) 


Source or 

Application 
of Funds 

1921 

1930 

1933 

1931-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 194,710 

mi 

$ 265,764 

20 

$ 183,149 

18 

$ -82,615 

Marketable securities 

m mu n 

FI 

154,363 

11 

148,499 

14 

-5,864 

Receivables 

291,397 

FH 

461,629 

34 

245,863 

24 

-215,766 

Inventories 

648,489 

m 

774,948 

58 

592,379 

53 

-182,569 

Total current assets 

$1,358,615 

121 

$1,656,704 

123 

$1,169,894 

114 

-486,814 

Current liabilities 

236,106 

21 

309,371 

23 

142,988 

14 

$-166,383 

Net working capital 

$1,122,511 

m 

$1,347,333 

K9 

$1,026,907 

Eh 

$-320,431 

Investments 

66,061 


144,164 


120,492 


1' 9 J 

Sundry assets 

71,727 


86,056 


27,662 

i 

E ] 

Intangible assets 

84,717 

■9 

78,204 

i 

24,286 

i 

■ 3 1 

Plant assets 

2,426,450 

m 

2,903,144 

64 

2,721,637 

69 

-88,101 

Total 

$3,772,005 

100 

$4,558,901 

100 

$3,920,984 

100 

, 

Unexpended depreciation 







93,406 

Total liquidation 







$ 637,922 

New security issues 







-13,654 

Total deficiency 







$ 624,268 

Write-offs against capital stock 







13,424 

Adjusted earning deficiency 







$ 610,844* 

Surplus reserves 

$1,245,870 


$1,502,796 


$ 940,307 


-562,489 

Losses 





208,185 



Interest and dividends 





300,653 



Write-downs and adjustments 





53,651 


562,489 






$1,502,796 



Capital stock revaluations 







47,995 








$ 610,844 


* Earning deficiency adjusted, depression period, $610,844,000. 

Earning deficiency reported, depression period, 489,803,000. 

Retained earnings reported, prosperity period, 708,613,000. 

Retained earnings adjusted, prosperity period, 695,343,000. 

In aggregates, the depression record shows that every class 
of asset was liquidated in order to meet the earning deficiency. 
Receivables and inventories provided perhaps 50 per cent of 
the funds for the depression deficiency after liquidating the ac¬ 
counts payable, and all other assets contributed to supply the 
balance. 
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In each individual case and in aggregates, it is obvious that 
prosperity earnings generally were reinvested in all classes of 
assets but primarily in receivables, inventories, and plant. Dur¬ 
ing depression periods when sales decline it is natural and in¬ 
evitable that physical inventory needs will decline and unit 
costs will be lower, hence inventory investment is liquidated. 
Receivables likewise are collected or written off as uncollectible 
and the collection process always provides some funds to meet 
an operating deficiency. In like manner, plant improvements 
and expansion during the upswing make productive capacity ex¬ 
cessive during the slump and further plant expansion and even 
full maintenance is not desirable. Depreciation must be recog¬ 
nized even during the lean years when selling prices do not 
recover all the costs of operation and it is therefore very 
probable that plant assets will be liquidated in the process of 
meeting the earning deficiency. 

The degree of asset liquidation made by this group of dur¬ 
able goods manufacturers that operated at a loss during de¬ 
pression years is summarized in Table 27. Only 20 per cent 

Table 27 —Extent of Asset Liquidation, Depression Period 
Eighteen Companies Paying Substantial Depression 
Dividends after Operating Losses 


Per Cent of Companies 


Percentage 

Liquidation 

Cash 

Liquid 

Securi¬ 

ties 

Receiv¬ 

ables 

Inven¬ 

tories 

Total 

Current 

Assets 

Current 

Liabili¬ 

ties 

Net 

Working 

Capital 

Invest¬ 

ments 

Plant 

Assets 

0- 9.9 

-0- 

5 

-0- 

-0- 

—0— 

-O- 

5 

-0- 

39 

10-19.9 

11 

-0- 

6 

17 

6 

-0- 

11 

-0- 

28 

20-29.9 

-0- 

11 

-0- 

28 

28 

22 

29 

6 

-0- 

30-39.9 

11 

-0- 

28 

22 

33 

11 

28 

-0- 

5 

40-49.9 

22 

4 

33 

11 

17 

17 

11 

-0- 

-0- 

50-59.9 

-0- 

—0— 

17 

-0- 

11 

6 

-0- 

11 

-O- 

60-69.9 

-0- 

-0- 

11 

17 

5 

11 

5 

-0- 

-0- 

70-79.9 

17 

6 

-0- 

-O- 

-0- 

11 

-0- 

-0- 

-0~ 

80-89.9 

6 

-0- 

5 

-0- 

—0— 

17 

6 

-0- 

-0- 

90-99.9 

Write-downs and 

—0— 

11 

-0- 

-0- 

—0— 

5 

-0- 

-O- 

—0— 

small amounts 

-0- 

24 

-0— 


—0— 

—0- 

—0— 

33 ! 

28 

(Increases) 

33 

39 

-0- 


-0- 

-O- 

5 

50 

-0- 

Totals 

100 

100 

100 

100 

100 

100 

100 

100 

100 


of the companies reduced the cash account more than 40 per 
cent and one-third of these depression losers actually increased 
their cash balances. Marketable securities were liquidated in de¬ 
gree much less than cash. Only four of the eighteen companies 
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reduced marketable securities as much as 30 per cent while 
39 per cent of the enterprises added to their investment in 
securities. 

In more than 60 per cent of the cases receivables decreased 
between 30 and 50 per cent and in a third of the cases the 
shrinkage was more than 50 per cent. The inventory shrink¬ 
age was more than 50 per cent in only two cases, but in abso¬ 
lute amounts inventory liquidation was substantial in most in¬ 
stances. Current liabilities were reduced to a minimum during 
the depression, one-half the concerns reducing current liabili¬ 
ties more than 50 per cent while all except one company 
reduced current payables at least 20 per cent. Investments in 
nonmarketable securities were liquidated in very few cases as 
one might suspect. Plant assets were liquidated by practically 
every company and this liquidation supplied an important part 
of the earning deficiency but did not absorb a large fraction of 
total plant costs. 8 For representative company records see Ap¬ 
pendix III B. 

Shifts in asset classifications, such as marketable securities 
to investments, and revaluations and write-downs, make it 
difficult to specify that liquidation of particular assets provided 
a certain percentage of the earning deficiency. By observation, 
some indication can be given as to which assets provided most 
of the earning deficiency, however, and in Table 28 the compa¬ 
nies are listed by name, showing the three assets which pro¬ 
vided most of the deficiency. 

Receivables, inventories, and plant assets were liquidated 
most frequently and proved to be the greatest source of “sur¬ 
plus liquidation,” while 44 per cent of the companies relied 
upon a balance of cash and marketable securities to supply much 
of the depression deficiency. 

Ten Companies that Paid No Depression Dividends 

The analysis of thirty-five companies just examined shows 
that profitable companies invested earnings in a variety of ways, 


8 There is some reason to assume that depreciation charges were reduced be¬ 
low a reasonable rate and that plant liquidation was in reality more extensive 
than reported figures suggest. 
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Table 28— Assets Liquidated to Greatest Extent, Depression Period 
Eighteen Companies Paying Substantial Depression 
Dividends after Operating Losses 


Company 

Assets Arranged According to 

Degree of Liquidation 


1 

2 

3 

American Car & Foundry Co. 

Receivables 

Inventories 

Investments 

American Locomotive Co. 
Allis-Chalmers 

Liquid assets 

Inventories 

Receivables 

Manufacturing Co. 

Receivables 

Inventories 

Liquid assets 

J. I. Case Co. 

Receivables 

Inventories 

Plant assets 

Deere & Co. 

Receivables 

Plant assets 

Inventories 

International Harvester Co. 
Worthington Pump & 

Receivables 

Plant assets 

None 

Machinery Corp. 
Westinghouse Electric & 

Liquid assets 

Receivables 

Inventories 

Manufacturing Co. 

Receivables 

Inventories 

Liquid assets 

B. F. Goodrich Co. 

Inventories 

Receivables 

Plant assets 

Bethlehem Steel Co. 

Inventories 

Receivables 

Plant assets 

United States Steel Corp. 

Liquid assets 

Inventories 

Plant assets 

Hudson Motor Car Co. 

Liquid assets 

Inventories 

Plant assets 

Mack Trucks, Inc. 

Liquid assets 

Inventories 

Plant assets 

Reo Motor Car Co. 

Liquid assets 

Inventories 

Plant assets 

California Packing Corp. 

Liquid assets 

Receivables 

Inventories 

Consolidated Cigar Corp. 

Inventories 

Receivables 

None 

Crucible Steel Co. of America 

Inventories 

Plant assets 

Liquid assets 

Wheeling Steel Corp. 

Liquid assets 

Inventories 

Plant assets 


chiefly in receivables, inventories, and plant facilities, and that 
earning deficiencies were met by liquidating these same assets. 

Ten companies included in the present sample paid no divi¬ 
dends of any consequence during the depression and in most 
cases operated at a loss. The railway equipment, steel, machin¬ 
ery, and other manufacturers in this category had a generally 
poor 1922—30 earning record and in most cases the dividends 
paid even in the best years were comparatively small amounts. 
These ten companies as a whole operated at a loss for fifteen 
years, yet they are still important companies in their respective 
industries. How is it possible to operate below cost for long 
periods of time and what sort of surplus reserves did these con¬ 
cerns have in order to withstand the rigorous early thirties 
after a series of operating losses through the twenties? 

We find little difference between the asset structure of the 
ten poor companies and the more profitable companies already 
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examined. A deficit arose in a number of cases, to be sure, but 
the assets were little affected by the deficit as such and the par¬ 
ticular companies were able to continue operations without any 
surplus. The limited amount of 1922—30 expansion occurred 
chiefly in plant assets, although inventories and cash show ex¬ 
tensive increases. The financial records of representative com¬ 
panies are summarized in Appendix III C. 

All assets were liquidated in varying degree during the 
depression, a feature observed in performances of the more 
profitable concerns. The asset structure at terminal points of 
the cycle is proportionately very similar as shown by the aggre¬ 
gate financial summary in Table 29. 


Table 29 —Asset Expansion and Liquidation, 1921-33 
Ten Companies Having Small Prosperity Earnings and 
Paying Only Nominal Depression Dividends 
(Amounts in thousands of dollars) 


Source or 

Application 
of Funds 

1921 

1930 

1933 

1931-33 

Increase 

~ fiT 
Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 19,108 

12 


mm 

$ 29,662 

mm 

$ -13.714 

Marketable securities 

27,115 

17 

tetffl 

■rfl 

2,151 

mtu 

■ Ml 

Receivables 

69,924 

44 

68,958 

36 

35,172 

30 


Inventories 

124,453 

79 

136,542 

72 

83,334 

71 

i n 

Total current assets 

$240,602 

152 


137 

$150,315 

128 

$-110,994 

Current liabilities 

82,755 

52 

71,027 

37 

33,517 

28 

-37,510 

Net working capital 

$157,845 

29 

$190,281 

23 


Dl 

$ -73,482 

Investments 

21,418 

4 

63,492 

8 

65,562 

1 


Sundry assets 

16,043 

3 

16,003 

2 

12,283 

KSi 


Intangible assets 

23,222 

4 

78,832 

10 

7,774 

i 

IBz 

Plant assets 

333,797 

60 

485,236 

57 

398,345 

67 

B a 

Total 

$552,326 

100 

$833,844 

100 

$600,764 

100 


Unexpended depreciation 







60,567 

Total liquidation 







$ 233,082 

Intangible assets written offt 







58,925 

Capital issues retired 







64,099 

Adjusted earning deficiency 







$ 110,058* 

Surplus reserves 

$108,881 


$157,013 


$ 50,645 


-106,368 

Losses 





36,768 



Interest and dividends 





34,389 



Write-downs and adjustments 





35,211 








$157,013 


106,368 

Capital stock revaluations and 








adjustments to capital surplus 







3,690 








$ 110,058 


* Earning deficiency adjusted, depression period, $110,058,000. 
Earning deficiency reported, depression period, 71,102,000. 
Retained earnings reported, prosperity period, 60,925,000. 
Retained earnings adjusted, prosperity period, 6,141,000. 
t See Appendix III C, United States Rubber Company. 
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Table 30 shows the frequency and degree of liquidation in 
each asset. Forty per cent of the companies increased the cash 
accounts during the poorest years and only 20 per cent of the 
group reduced cash 50 per cent or more. Among these ten com¬ 
panies with poorest dividend records, liquid securities were not 
important in the asset structure in 60 per cent of the cases, but 
where a company owned such securities they were liquidated 
during the depression. Receivables and inventories were liqui¬ 
dated from 20 to 50 per cent, a record very similar to other 

Table 30—Extent of Asset Liquidation, Depression Period 
Ten Companies Having Small Prosperity Earnings and 
Paying Only Nominal Depression Dividends 


Per Cent of Companies 


Percentage 

Liquidation 

Cash 

Liquid 

Securi¬ 

ties 

Receiv¬ 

ables 

Inven¬ 

tories 

Total 

Current 

Assets 

Current 

Liabili¬ 

ties 

Net 

Working 

Capital 

Invest¬ 

ments 

Plant 

Assets 

O- 9.9 

-0- 

-0- 

10 

-0- 

-0- 

-0- 

-0- 

10 

40 

10-19.9 

-0- 


20 

10 

20 

20 

20 

-0- 

20 

20-29.9 

10 


10 

30 

10 

10 

10 

-0- 

10 

30-39.9 

10 


-0- 

20 

10 

-0- 

-0- 

10 

-0- 

40-49.9 

20 


10 

10 

30 

10 

30 

10 

-0- 

50-59.9 

10 


10 

10 

30 

10 

10 

10 

-0- 

60-69.9 

10 


30 

10 

-0- 

10 

10 

-0- 

-O- 

70-79.9 

-O- 


-O- 

—0— 

-0- 

20 

10 

-0- 

-0- 

80-89.9 

-0- 

—o— 

-0- 

-0- 

—0— 

10 

-0- 

-0- 

—O— 

90-99.9 

—0— 

20 

—0- 

-0- 

-0- 

-0- 

-O- 

-0- 

—0- 

Very small 
liquidation 

-0- 

60 

—0— 

-0- 

-0— 

-0- 

-0- 

30 

-0- 

Write-downs 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

30 

(Increases) 

40 

—0— 

10 

10 

-0- 

10 

10 

30 

-0- 

Totals 

100 

100 

100 

100 

100 

100 

100 

100 

100 


groups observed. Investments in securities of related compa¬ 
nies were of little importance but in several instances increased 
during the poorest years, 4 and plant asset liquidation was sub¬ 
stantial in amount in most cases. 

In Table 31 each company is listed by name, showing in 
order of magnitude the three assets which provided most of the 
earning deficiency. Receivables, inventories, and plant facili¬ 
ties were liquidated most often to provide an important portion 
of the funds to meet the earning deficiency of the early thir¬ 
ties, while cash and marketable securities were the most im¬ 
portant source of funds in 30 per cent of the cases. 

4 Liquid securities may have been reclassified as “investments” because of 
drastic declines in market values and restricted marketability. 
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Table 31—Assets Liquidated to Greatest Extent, Depression Period 
Ten Companies Having Small Prosperity Earnings and Paying 
Only Nominal Depression Dividends 


Company 

Assets Arranged According to 

Degree of Liquidation 


1 

2 

3 

Gulf States Steel Corp. 
American Cvanamid & 
Chemical Corp. 

Baldwin Locomotive Works 
Lima Locomotive Works, Inc. 
New York Air Brake Co. 
Chicago Pneumatic Tool Co. 
National Acme Co. 

United States Tire Co. 

Republic Steel Corp. 

Mullins Manufacturing Corp. 

Plant assets 

Inventories 
Liquid assets 
Liquid assets 
Plant assets 
Inventories 
Liquid assets 
Inventories 
Plant assets 
Inventories 

Inventories 

Sundry assets 

Receivables 

Plant assets 

Inventories 

Plant assets 

Inventories 

Receivables 

Inventories 

Receivables 

Receivables 

Receivables 

Inventories 

None 

Receivables 
Receivables 
Plant assets 
Plant assets 
Liquid assets 
None 


Summary 

The detailed investigation of asset accumulation and liqui¬ 
dation indicates that a particular company may invest the sur¬ 
plus reserves in many combinations or fashions and that depres¬ 
sion earning deficiencies may be met by liquidating whatever 
assets economic forces permit or make feasible. In general, 
however, when companies are operating profitably a consider¬ 
able portion of the reported income necessarily remains invested 
in receivables, inventories, and plant facilities as well as in the 
more liquid assets. The same economic forces which cause these 
assets to increase during the best years cause a liquidation and 
shrinkage of those values during recessions. 

In Table 32 the degree and nature of asset liquidation dur¬ 
ing the depression years is summarized in a way designed to 
compare general tendencies of three groups. There appear 
to be very minor differences in asset liquidation among the com¬ 
panies with such different profit and dividend records. 
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Table 32—Percentage Distribution of Companies by Assets Liquidated 
to Greatest Extent, Three Groups of Companies 


Per Cent of Companies in Which Asset Liquidation Was One 
of Three Most Important Sources of Funds 


Assets 

Liquidated 

Seventeen Companies 
Paying Depression 
Dividends Sub¬ 
stantially in Excess 
of Reported Income 

Eighteen Companies 
Paying Substantial 
Depression Dividends 
after Operating 
Losses 

Ten Companies 
Having Small 
Prosperity Earnings 
and Paying Only 
Nominal Depression 
Dividends 

1 

2 

3 

1 

2 

3 

1 

2 

3 

Liquid assets 

35 

5 

mm 

45 

-0- 

25 

30 

-0- 

10 

Receivables 

18 

12 

K9 

33 

28 

6 

-0- 

30 

48 

Inventories 

24 

47 

-O- 

22 

55 

19 

40 

40 

13 

Plant assets 

18 

18 

35 

-0- 

17 

50 

30 

20 

25 

Sundry 

5 

18 

18 

—0— 

-0- 

-0- 

-0- 

10 

—0— 

































Chapter 6 

CONCLUSIONS 


The merits of saving for a rainy day and the effectiveness 
of corporate surplus in meeting financial requirements of de¬ 
pression periods have been widely publicized and accepted, but 
in practice it is questionable whether corporate reserves assure 
wage and dividend payments during the poor years. It is pos¬ 
sible that a period of disinvesting, dishoarding, and real capital 
liquidation made possible in large part by surplus accumulation, 
may result in less employment of all factors of production during 
recession periods and hence the payment of less wages and divi¬ 
dends. 

Increased sales volume and a rising price level during the 
upswing of a business cycle require additional investments in 
receivables, inventory, and plant assets. The saving is therefore 
semiautomatic, and it is doubtful if corporate management exer¬ 
cises deliberate choice in the administration of much of the re¬ 
ported annual income. Day to day expenditures must be made 
to maintain tfij flow of revenue, and at periodic time intervals 
dividend payments are considered. On such occasions the cash 
balance and liquid position are likely to be of much greater im¬ 
portance than accrued net income and a large surplus balance. 

Since surplus is ordinarily invested in increased productive 
facilities there is no fund which can be drawn upon for dividend 
payments when revenue is inadequate to meet operating expend¬ 
itures. Decline in business activity forces a reduction and 
liquidation in receivables, inventory, and plant facilities. Sell¬ 
ing prices do not recover all the costs of operation during the 
recession periods, due chiefly to uncollectible accounts, declines 
in inventory values, and depreciation of plant facilities that can¬ 
not be operated to efficient capacity. Management is forced to 
discharge laborers, reduce wage payment^, sell the existing in¬ 
ventories at lower prices, and reduce expenditures for plant 
maintenance. Proceeds from sales may more than recover out 
of pocket expenditures during the liquidating period and still 
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fail to cover the total costs of production. This phenomenon 
explains how losses are reported while liquid position is main¬ 
tained or improved and while the surplus balance declines. 

If depression period operating revenue exceeds current ex¬ 
penditures by virtue of the fact that prosperity profits were used 
to build up a surplus reserve invested in receivables, inven¬ 
tories, and plant equipment, then these productive facilities may 
be liquidated at prices below cost and the so-called surplus may 
be utilized to pay dividends to stockholders and thus disburse 
income that was withheld during profitable years. Neither 
managers nor stockholders would knowingly subscribe to such 
a policy. 

The purpose of this study has been to show the extent to 
which depression dividends were paid from surplus reserves 
created during the twenties, to show how those reserves were 
reinvested, and how depression losses were met. 

The following observations seem warranted: 

1. Many of our industrial corporations financed large ex¬ 
pansion programs during the twenties by reinvesting profits 
and paying scanty dividends. 

2. Depression dividends were paid by companies that con¬ 
tinued to operate profitably, and only limited amounts were 
paid in excess of earnings. Very moderate dividends were paid 
by companies reporting losses, with a few outstanding excep¬ 
tions. 

3. Nineteen of the companies (26.4 per cent of the sample) 
increased common dividend payments during the poorest 
years, but these corporations continued profitable operations 
throughout the depression period; charges to surplus were the 
exception; and in aggregate amount a very small proportion of 
their dividends came from surplus. 

4. The corporations that found it necessary to charge divi¬ 
dends to surplus made drastic reductions in the dividend rates 
and although the aggregate amount of dividends paid from sur¬ 
plus is large in a number of cases, these payments are small 
when compared with warnings withheld during the twenties. 

5. There is no apparent relation between earnings rein¬ 
vested during the twenties and dividends paid during the early 
thirties. 
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6. Almost one-half of the companies lost a much greater 
portion of the 1922—30 withheld earnings than they paid to 
stockholders in cash dividends during the depression years. 

7. Corporate surplus resulting from reinvested profits is 
not a cash fund but is reflected in a cross section of all the assets, 
and property acquired from retained earnings cannot be dis¬ 
tinguished from assets acquired through the sale of stocks or 
bonds or by other methods of financing. 

8. In general, industrial corporations retained some 40 per 
cent of the 1922-30 net income and this they invested chiefly 
in inventories, receivables, and plant facilities, with moderate 
increases in cash and marketable securities. The data demon¬ 
strate that these same assets were liquidated diming the poorest 
years and this forced liquidation probably accounts for most of 
the reported losses as well as providing funds to meet the op¬ 
erating deficiencies. 



APPENDIXES 




CORPORATE PROFITS 


97 


APPENDIX I 

Industrial Classification of the Sample Showing Name 
of Company and Assets Invested by Each Company 


Industry 

Assets Invested 

(Amounts in thousands of dollars) 

1921 

1928 

1936 

Railway equipment manufacture 




American Brake Shoe and Foundry Co. 

$ 23,194 

$ 32,408 

$ 30,608 

American Car and Foundry Co.* 

136,663 

121,058 

96,584 

American Locomotive Co.* 

85,630 

108,093 

56,856 

Baldwin Locomotive Works* 

81,931 

69,403 

73,979 

Lima Locomotive Works, Inc. 

16,115 

13,773 

9,034 

New York Air Brake Co. 

14,457 

16,253 

12,872 

Total in sample (6) 

$ 357,990 

$ 360,988 

$ 279,933 

Machinery manufacture 




Allis-Chalmers Manufacturing Co.* 

60,432 

63,547 

79,003 

Chicago Pneumatic Tool Co. 

18,696 

19,312 

20,038 

J. I. Case Co. 

35,179 

42,636 

42,250 

Deere & Co.* 

87,445 

91,983 

94,424 

Fairbanks, Morse & Co. 

26,265 

39,039 

30,840 

International Harvester Co.* 

266,672 

346,120 

398,874 

National Acme Co. 

33,481 

10,679 

5,446 

Otis Elevator Co. 

27,167 

50,403 

39,849 

Owens-Illinois Glass Co. 

34,130 

32,898 

72,975 

Pittsburgh Plate Glass Co.* 

64,388 

96,124 


Worthington Pump & Machinery Corp. 

32,915 

28,692 


Total in sample (11) 

$ 686,770 

$ 821,433 

$ 921,853 

Electrical equipment 




General Electric Co.* 

337,010 

460,455 

378,869 

Westinghouse Electric & 




Manufacturing Co.* 

167,070 

233,690 

203,735 

Total in sample (2) 

$ 504,080 

$ 694,145 

$ 582,604 

Rubber manufacture 




Firestone Tire & Rubber Co.* 

66,211 


147,015 

B. F. Goodrich Co.* 

88,801 

116,224 

139,092 

Goodyear Tire & Rubber Co.* 

163,085 

207,666 

196,029 

United States Rubber Co.* 

323,653 


172,365 

Total in sample (4) 

$ 641,750 

$ 718,223 

$ 654,501 
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Appendix I—Cont’d. 


Industry 

Assets Invested 

(Amounts in thousands of dollars) 


1921 

1928 

1936 

Iron and steel manufacture 

Bethlehem Steel Co.* 

Crucible Steel Co. of America* 

Gulf States Steel Corp. 

Inland Steel Co.* 

Republic Steel Coip.* 

United States Steel Corp.* 

Wheeling Steel Corp.* 

$ 336,422 
113,463 
16,747 
49,856 
106,813 
2,339,143 
87,474 

$ 643,356 
118,385 
25,383 
95,176 
151,435 
2,442,030 
125,098 

$ 656,576 
110,524 
30,742 
137,644 
343,950 
1,863,977 
118,825 

Total in sample (7) 

$3,079,918 

$3,600,863 

13,262,238 

Automobile manufacture 

Chrysler Corp.* 

General Motors Corp.* 

Hudson Motor Car Co. 

Mack Trucks, Inc. 

Nash*Kelvinator Coxp. 

Packard Motor Car Co. 

Reo Motor Car Co. 

56,515 

413,705 

15,189 

29,250 

26,111 

58,759 

18,932 

194,172 

1,030,162 

68,237 

68,497 

63,479 

75,177 

37,297 

210,676 

1,196,435 

42,779 

46,038 

36,544 

58,030 

11,212 

Total in sample (7) 

$ 618,461 

$1,537,021 

$1,601,714 

Automobile equipment manufacture 
Electric Storage Battery Co. 

Motor Wheel Corp. 

Mullins Manufacturing Corp. 

Spicer Manufacturing Corp. 

Timken Roller Bearing Co. 

41,029 

9,244 

4,281 

15,834 

19,105 

47,084 

15,409 

7,898 

13,416 

45,523 

38,713 

12,452 

3,563 

9,863 

46,745 

Total in sample (5) 

$ 89,493 

$ 129,330 

$ 111,336 

Chemical manufacture 

Air Reduction Company, Inc. 

Allied Chemical & Dye Corp.* 
American Cyanamid & Chemical Corp. 
Commercial Solvents Corp. 

E. I. du Pont de Nemours & Co.* 
Mathieson Alkali Works, Inc. 

Union Carbide & Carbon Corp.* 

9,952 

205,355 

16,812 

2,240 

245,339 

11,709 

200,042 

24,429 

262,242 

23,461 

10,097 

419,204 

17,923 

236,837 

41,315 

225,046 

62,858 

20,225 

622,556 

26,205 

290,313 

Total in sample (7) 

$ 691,449 

$ 994,193 

$1,288,518 

Metal container 

American Can Co.* 

Continental Can Company, Inc.* 

134,995 

26,763 

183,262 

63,161 

211,374 

104,734 

Total in sample (2) 

% 161,758 

$ 246,423 

$ 316,108 
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Appendix I — Cont’d. 


Industry 

Assets Invested 

(Amounts in thousands of dollars) 

1921 

1928 

1936 

Food processing 




Borden Co.* 

$ 60,215 

$ 119,284 

$ 123,894 

California Packing Corp. 

44,299 

55,950 

56,334 

Corn Products Refining Co.* 

133,623 

121,327| 

119,912 

Hershey Chocolate Corp. 

43,265 

22,084 

25,635 

Loose-Wiles Biscuit Co. 

20,089 

26,203 

28,890 

National Biscuit Co.* 

83,188 

120,842 

123,979 

Pillsbury Flour Mills Co. 

10,992 

128,626; 

27,245 

Quaker Oats Co. 

40,322 

[61,566 

63,518 

Total in sample (8) 

$ 435,993 

$ 555,882 

$ 569,407 

Mercantile merchandising 




Hart, Schaffner & Marx 

24,885 

29,557 

9,005 

S. S. Kresge Co.* 

31,081 

100,657 

120,382 

May Department Stores Co. 

45,412 

73,744 

60,937 

J. C. Penney Co. 

11,433 

49,106 

82,327 

Sears, Roebuck & Co.* 

184,819 

209,282 

275,292 

F. W. Woolworth Co.* 

102,918 

153,516 

201,224 

Total in sample (6) 

$ 400,548 

$ 615,862 

$ 749,167 

Tobacco and beverage 




American Tobacco Co.* 


221,206 

255,412 

Coca-Cola Co. 


47,185 

78,406 

Consolidated Cigar Corp. 


31,214 

16,097 

General Cigar Company, Inc. 

39,041 

31,307 

25,372 

Liggett & Myers Tobacco Co.* 

137,244 

181,403 

175,979 

R. J. Reynolds Tobacco Co.* 


156,260 

146,605 

Wm. Wrigley, Jr. Co. 


52,435 

60,713 

Total in sample (7) 

$ 548,583 

$ 621,390 

$ 758,584 


* Among America’s two hundred largest industrials, most of them being 
mentioned by Berle and Means in The Modern Corporation and Private Property . 
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Some Problems in Income Determination 

The necessity for interpretation of surplus adjustments will 
be emphasized if we observe some actual surplus accounting. In 
1921 Sears Roebuck reported a loss of $16,000,000 although a 
profit of over $8,000,000 on the sale of real estate was credited 
direct to surplus. In 1933 Woolworth reported total income of 
some $28,000,000. In addition a profit of $1,970,561.13 was 
made on the sale of securities and this profit was credited direct 
to surplus. In 1931 American Cyanamid reduced the stated 
value of common stock $39,035,000 thus creating a capital sur¬ 
plus. Among other things the plant assets were written down 
$19,995,672, patents and process written down $12,268,468, 
and investments in securities decreased by $3,502,470. In 1-929 
Commercial Solvents charged to earned surplus $1,725,240 
which represented the undepreciated value of plant assets, and 
on order of the board of directors wrote off against surplus 
the cost of stock acquired in Commercial Pigments Corpora¬ 
tion. In 1934 this stock was sold at a figure far above cost and 
$4,525,510 was credited to surplus. 

In 1926 and again in 1934 Inland Steel dismantled plants 
and charged the respective unrecovered costs of $1,201,000 
and $1,030,000 to surplus. In 1932 Consolidated Cigar re¬ 
ported profits of $114,000 but made a charge to surplus of 
$1,244,000 due to a reduction in inventory value of leaf to¬ 
bacco. In 1935 United States Steel reduced plant assets by 
about $85,000,000 as a result of obsolescence and reduced the 
plant properties another $182,000,000 through a credit to a 
general reserve for amortization of property investment valua¬ 
tions. 

It seems important to emphasize that these adjustments are 
a part of the business operations and affect fortunes of the stock¬ 
holder equally as much as other profits or expenses. It is also 
important to differentiate between surplus entries arising from a 
receipt or disbursement of cash, those which affect subsequent 
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income accounts through arbitrary revaluation of assets, and those 
which are nominal in nature, such as goodwill write-offs when 
the goodwill was orginally stock discount if correctly inter¬ 
preted. 

In order to show how depression losses and dividends were 
met, it is necessary to distinguish between expenses which re¬ 
quire a current expenditure and those which represent consump¬ 
tion of assets acquired in previous periods. The most important 
of these expenses that require no current expenditure is depreci¬ 
ation. 

Unexpended Depreciation 

Much of the 1922-30 retained income was invested in plant 
assets, as shown in Chapter 4. The process of liquidating plant 
assets and consequent depreciation charges inherent in reporting 
such liquidation gives rise to much confusion, of which the fol¬ 
lowing excerpts are typical. 

In The Annalist of January 14, 1938, Alexander Sachs pre¬ 
sents data which show that durable goods industries financed 
their recovery primarily from depreciation. 1 A few weeks later 
a subscriber to The Annalist professed inability to understand 
the process, expressing his doubts as follows: 

As a new subscriber I have been mystified by some remarkable 
statements in an article on page 35 of your Jan. 14 issue. The author, 
Alexander Sachs, discusses “How Industry Financed Recovery” and 
states “Depreciation remained the chief source of funds.” To a layman, 
even one with considerable business experience, this sounds incompre¬ 
hensible, if not fantastic. Perhaps you will help me to obtain a clarifica¬ 
tion. 

Dr. Sachs lists the three main purposes for which industry has re¬ 
quired funds. For these purposes real money has been clearly necessary. 
Yet he says this money was obtained from “depreciation.” How can an 
arbitrary bookkeeping entry provide real money or directly affect the 
physical wealth of a corporation in any way? 2 


1 A. Sachs, “Summary of a Comprehensive Financial Analysis of the Causes 
of the Slump,” The Annalist, January 14, 1938, p. 3J. 

*C. Pennington, “Depreciation as a Source of Financing,” The Annalist, 
February 25, 1938, p. 292. 
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In explaining this phenomenon, Alexander Sachs says: 

In sum, depreciation is one constituent of appropriated income and is 
just as much “real money” as the net income itself. It is, in fact, that 
portion of the income which is segregated so as to serve a dual function: 
accounting-wise, it is an allocation for wear and tear of the equipment 
over its life; management-wise—that is, from the standpoint of the ac¬ 
tive manager of the business who is concerned with conserving his 
property and utilizing the wear and tear allocation for maintaining the 
dynamic efficiency of the whole plant or business—it is a source of funds 
for physical reinvestment and for other purposes of capital formation.* 

Mr. Pennington accepted the explanation of the deprecia¬ 
tion charge as a source of funds in the following language: 

The fact remains that if the companies listed by Dr. Sachs had 
elected, in any year, to charge off ten million more as depreciation than 
they did charge off, they would not thereby have added one dime to the 
total of their funds available for plant expansion or for increasing inven¬ 
tories or receivables. Therefore, to speak of depreciation as a source of 
funds, however correct as a step in accounting practice, has no signifi¬ 
cance in a discussion of fundamentals. 4 

One must admit that the explanation given is not very 
convincing even if correct. Unexpended depreciation is an un¬ 
fortunate expression intended to describe a process of plant 
liquidation which recognizes the expense of plant use without 
a corresponding expenditure for plant assets within the period. 
Investment in plant can be liquidated just as can government 
bonds, inventories, or any other asset. The sale of government 
bonds will provide funds, whether sold above or below cost. A 
stock of merchandise can be liquidated at a price below cost 
without replenishment of the inventory and presumably this 
process would provide liquid funds available for any purpose 
whatsoever. It is not the expense or cost of merchandise that 
produces the funds, however, but the revenue which arises 
when the merchandise is sold. 

Plant assets are liquidated in a manner quite like inventory 
liquidation except for differences in periodicity. When sales are 


* A. Sachs, The Annalist , February 25, 1938, p. 292. 
4 Pennington, of, cit. 
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made at a profit, the cost elements of merchandise, store sup¬ 
plies, advertising, rent, salaries, and other assets are liquidated 
and replaced by cash or receivables in amount sufficient to re¬ 
sult in a net asset increase. When sales are made at a price 
which does not recover all costs, certain assets are liquidated as 
usual in the sales process, but a net asset decrease results— 
otherwise the sale price would not be below cost. It is not pos¬ 
sible to determine which cost factor is not recovered in the sell¬ 
ing price, even though the ranking of costs is a common prac¬ 
tice. Most expense items are computed by actual count of units 
used and there is little question concerning the amount of such 
expense or in what operating period it belongs. It is not feasible 
to measure the inches of floor space worn from a building or 
the molecules of wear on the roof of a factory, yet the cost of 
these items must be recovered in the selling price. Assets re¬ 
ceived measure the revenue volume and depreciation accounting 
in no way can affect the assets already received. 

A moment of reflection will convince even the most casual 
observer that the harvest has already been made and the 
“pumpkins are in the cellar” before depreciation is entered on 
the books. After a year of operations and at the close of a fiscal 
period, all cash is in the bank, all uncollected accounts receiv¬ 
able on the books, the inventory on the shelves, and the build¬ 
ings, machinery, and equipment on their foundations. A book¬ 
keeping entry which debits Depreciation Expense and credits 
Allowance for Depreciation changes the situation not one iota. 
No fund results which can be directed to plant maintenance or 
to any other use. While depreciation is a very real expense, it 
produces no fund or stream of current assets ready for reinvest¬ 
ment any more than the labor expense, rent expense, or delivery 
expense. Assets available for investment come from revenue pro¬ 
duced or from income, and measure the amount of revenue or 
income. To be sure, there may be a liquidation of fixed assets 
through operations, but it does not arise from the depreciation 
charge. The process would proceed exactly in the same way and 
the amount of liquidation would be precisely the same whether 
or not any depreciation charge is made—unless one wants to 
argue that short run costs as computed set selling prices and 
hence determine profits. Unexpended depreciation is, therefore, 
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the estimated cost of plant assets liquidated and included in the 
sales price of merchandise sold during the year. 

Computation of unexpended depreciation from reports to 
stockholders is in many cases fraught with inaccuracies and 
must of necessity rest at times upon arbitrary assumptions due 
to lack of information. If $8,000 is charged to depreciation and 
a $5,000 expenditure is capitalized for plant expansion, $3,000 
may be looked upon as unexpended depreciation. In a more 
realistic sense, wear and tear, obsolescence, and other factors 
entering the depreciation expense exceed the current replace¬ 
ment to physical assets and to that extent plant assets have been 
sold in the operating process. In very unusual cases reports to 
stockholders disclose both capital expenditures and depreciation 
expenses. In general, however, information is limited to the 
annual depreciation charge, allowance for depreciation, and 
plant asset totals. In a number of cases only the net plant asset 
total is given and in such circumstances unexpended depreciation 
is pure estimate and assumption. 

Where accounting for plant assets follows some consistent 
principle it is possible to compute unexpended depreciation 
with a reasonable degree of satisfaction. 5 The unexpended 

5 If no units of equipment are discarded or revalued, the net change in plant 
assets plus depreciation charge represents capital outlay. If in 1934 plant assets are 
presented in this manner: 

Plant Allowance for Depreciation 

400,000 j j 100,000 

and the 1934 depreciation charge is $50,000 and $30,000 is expended for new 
construction, the net plant asset decrease of $20,000 represents unexpended de¬ 
preciation and could be discovered by mere observation of the accounts which 
would appear thus: 

Plant Allowance for Depreciation 

400,000 j j 100,000 

30,000 I I 50,000 

The net decrease in balance sheet plant account under these conditions would be 
due to unexpended depreciation. If a unit which cost $20,000 and has a book 
value of '$2,000 is disposed of with no scrap value, the net decrease in book 
value overstates unexpended depreciation to the extent of the $2,000 unrecovered 
cost. If charged to surplus the facts may be apparent and proper adjustment can be 
made, but in condensed reports the details of surplus analysis are seldom revealed. 
In event plant assets are disposed of at a gain over the undepreciated book figure 
and if the gain results from excessive depreciation, then any amounts recognized 
as unexpended depreciation have been overstated. To make this point clear* 
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depreciation figures in the Earnings and Dividends tables have 
a tendency to be overstated slightly, but the overstatement 
probably is negligible.* 

Surplus Reserve Adjustments 

Thus far complications suggested in relation to the measure¬ 
ment of year to year income and funds available for dividends 
have been confined to earned surplus adjustments and unex¬ 
pended depreciation. Debits and credits to surplus, however, do 
not explain all the discrepancy between balance sheet changes in 
common stock equity and aggregate reported retained earnings 
plus or minus stock issued or retired. One practically despairs of 
preparing an accurate source and disposition of funds statement 
from reports to stockholders because of the reserve accounts and 
lack of information concerning changes therein. It is necessary 
in a historical study of retained earnings to classify reserve 
accounts into asset contras, liabilities, and proprietary reserves. 
The following discussion is intended to suggest the problem as 


assume machine X cost $80,000 in 1930 and a depreciation rate is designed to re¬ 
cover the cost in four years with no scrap value. If no other expenditures were 
made, unexpended depreciation of $20,000 would be recorded each year. If at 
the end of four years the machine is sold for $25,000 it is clear that unexpended 
depreciation has been overstated. These details usually are not revealed in 
reports to stockholders, hence there may be more or less error in accepting 
net plant decreases as unexpended depreciation even after correcting for all visible 
surplus entries. The unexpended depreciation as presented is not presumed to be 
exact in amount but the margin of error is not great. 

6 In an effort to verify unexpended depreciation figures I addressed inquiries 
to a number of corporations and included a schedule designed to show the annual 
depreciation charge, plant expenditures, plant retirements, and amounts received 
from plant sales and salvage. The response was not satisfactory, but a number of 
officials suggested that the procedure just outlined would be reasonably accurate. 
A letter from Howard Berry, Vice-President and Treasurer of Mathieson Alkali 
Works, is typical. 

“Starting with the Accumulated Depreciation Reserve at the beginning of 
the year j adding the Depreciation for the year as shown in the Analysis of Income 
Account and from that total deducting the accumulated Depreciation at the end 
of the year would give approximately the plant retirements charged against the 
depreciation reserve. 

“This last figure mentioned added to the net increase in the Property Ac¬ 
count shown by the Balance Sheet each year should give approximately the total 
outlay for plant. 

“Of course, the foregoing does not take into consideration the net proceeds 
from the sale of scrap, etc., but this item is more or less negligible.” 
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it was met and to indicate how the various accounts were inter¬ 
preted. 

Reserves were used by many institutions included in this 
survey and with few exceptions their function is to report uni¬ 
form amounts of income each year in spite of all actual realities. 
Some of the common reserves appearing on the equity side of 
balance sheets are: 

Reserve for Contingencies 

Reserve for General Contingencies 

Reserve for Taxes 

Reserve for Investments 

Sundry Reserves 

General Reserves 

Reserve for Insurance 

Reserve for Depreciation and Obsolescence 

Reserve for Expansion 

Reserve for Improvements 

Special Reserves 

Reserve for Common Dividends 

Reserve for Pensions 

Reserve for Accident Compensation 

Reserve for Collection Expense 

Reserve for Losses in Closed Banks 

Reserve forRetirement of Bonds 

Reserve for Employee Compensation 

Reserve for Inventory Losses 

Reserve for Shrinkage in Receivables and Inventory 

Reserve for Fire Loss 

Reserve for Foreign Exchange 

Operating Reserve 

Reserve for Replacements 

Reserve for Depreciation 

Reserve for Relining and Rebuilding Furnaces 

Reserve for Employee Benefits 

Reserve for Capital Expenditures 

Reserve for Working Capital 

Reserve for Premium on Preferred Stock 

Reserve for Redemption of Preferred Stock 
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One or more of these accounts were employed by nearly all 
companies and from time to time they were reclassified and 
combined. By title and general use most reserve accounts can 
be classified with fair accuracy especially if information is avail¬ 
able concerning how the account is operated, but from con¬ 
densed income reports and balance sheets a categorical treatment 
must be resorted to because of lack of information. 

The most commonly used reserve for contingencies is uni¬ 
versally regarded as surplus, but in many instances there was 
no way to be certain of its nature. In a few cases like the Otis 
Elevator report of 1925, a debit to surplus and credit to reserve 
for contingencies of $1,325,000 leaves no doubt in one’s mind. 
In other cases the charges or credits to contingencies were buried 
in the operating expense section. In any event, book value of 
assets must increase or decrease by an amount equal to the 
change in reserve and there is little choice but to regard the 
contingency reserve as surplus. Accurate interpretation of 
changes based on reports to stockholders usually was impossible, 
since there is no way to know whether changes were a result of 
actual expenditures, revaluations, profit from exceptional 
sources, or a reversal of some entry which created the reserve. 
In the me asureme nt of re tained earni ng s, changes in the reserve 
for c ontingenc i es Tiave been regarde d as a co rrection of reported 
earnings. 

It would be possible to enter into an extended discussion of 
each reserve account used and to point out the many interpre¬ 
tations which might be given to explain how the entries could 
affect reported earnings. In the measurement of earnings for 
one year periods, many charges are made to expense which 
require no expenditure. This does not deny the validity of the 
expense, but when net assets increase more than the reported 
retained earnings some adjustment must be made. Either the 
asset and liability changes must be denied or the reported in¬ 
come must be adjusted, and in this study (with limitations) the 
latter procedure is accepted as the situation most likely to ap¬ 
proach reality. Reserve accounts appear as credit balances be¬ 
cause debits were made to operating expense, income, or surplus. 
Where entries are purely voluntary and no outside creditor 
equity can possibly be read into the account, it usually repre¬ 
sents segregated surplus at any balance sheet date. 
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Reserve for insurance is of limited, application but it is one 
of the borderline type and will illustrate implications just made. 
The principle of self-insurance for fire, flood, tornado, and other 
hazards is well understood. Where distribution of the risk jus¬ 
tifies self-insurance and where calculated on a scientific basis, 
the annual charge for insurance expense can be accepted as a 
legitimate charge to the periodic revenue, but the credit to 
reserve for insurance at any balance sheet date must represent 
losses provided for which have not occurred. In the final analy¬ 
sis, a charge to insurance premiums actually paid to secure 
protection is distinctly different from a charge to expense for 
self-insurance. Protection actually paid for is a real service since 
it substitutes a certain small cost for an uncertain possible great 
loss. The self-insurance expense is hardly an expense, because 
the self-insurer elects to take his own risk. If at the balance 
sheet date no losses have occurred, assets are greater than they 
would have been had insurance premiums actually been paid. 
When destruction results from some cause, the loss must' and 
does come in that year. In essence, the self-insurer has fire, 
flood, tornado, or other similar expenses but not insurance ex¬ 
pense. Annual income reports may be more uniform when self- 
estimated premiums are recorded as an expense, but it is another 
case of accounting technique designed to show uniform operating 
results which are in reality not uniform. In the treatment given, 
increases and decreases in the reserve for insurance, fire loss, 
and similar reserves were regarded as additions to or deductions 
from reported retained income. 

It was not always possible to be certain of the nature of 
changes and adjustments in the reserve accounts and in most 
companies not a hint of explanation appeared in the reports. 
Large amounts and common accounts in most instances were 
interpreted with reasonable satisfaction. The lack of informa¬ 
tion contained in reports to stockholders and the apparently 
inconsistent and thoughtless manner in which the accounts are 
used proved to be annoying, but the utterly impossible tangles 
would form a very small part of the total earnings reported. 
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Procedure Illustration 

The measurement of prosperity earnings retained and the 
amount of dividends paid from those retained earnings in sub¬ 
sequent years is not an easy task as already indicated. The pro¬ 
cedure and technique of measuring retained earnings, their 
investment and liquidation, is better understood if we observe in 
detail the operating results of a particular company during the 
fifteen years. Hudson Motor Car Company is a purposely 
simple illustration as the surplus entries are not numerous and 
all represent outright expenses and the reserve for contingencies 
is easily understood. 

Cash dividends paid, deducted from reported income avail¬ 
able to common stockholders, is adjusted for the entries made 
directly in the surplus and reserve for contingency accounts, and 
combined with the new capital issued or retired gives the an¬ 
nual amount “Available for Investment.” 7 

The schedule of Investment and Disinvestment shows pre¬ 
cisely how the funds were invested during profitable years and 
which assets were liquidated to meet losses and pay dividends 
during the depression. The detailed figures of Hudson Motor 
Car Company show how all the data were assembled for each 
of the seventy-two companies. 

7 To the amount “Available for Investment” presented in the schedule of Op¬ 
erating Results, should be added “unexpended depreciation.” In the tables unex¬ 
pended depreciation is considered available for use, but is shown in the illustra¬ 
tion in a manner designed to keep income sheet and balance sheet items clearly 
separated. 



Hudson Motor Car Company 
Operating Results, 1922-36 
(Figures in thousands) 
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Hudson Motor Car Company 
Investment and Disinvestment, 1922-29 
(Figures in thousands) 


CORPORATE PROFITS 
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Net investment $ 6,228 $4,170 $ 4,293 $16,349 



Hudson Motor Car Company 
Investment and Disinvestment, 1930-36 
(Figures in thousands) 


112 


MICHIGAN BUSINESS STUDIES 




s© 

CO 

On 


co 

Os 


•h flf'J 

.23 «Os 
Q 


CO 

co 

Os 


CN 

co 

Os 


O 

co 

On 


liii- 


gisit 


3+' 


tO »o cn 
co ^ SO Os 
CO co co 


O Os CO tO 

** 00 to y-i 
^ooosq 
cn" cs co" 


COO 
to CO 
On 
•<*" 


<50 

© to cn 
. «-i 00 ©s 

*7 c 

L oo oo co 

Os ] 


40 



^ to 4 s * *o co 

00 00 *-H O o 

•WW* 

<N>«fcooo 1 


NO toes CO 
. TttNOON 

to JL to co 


54 


H 


N^H 00 ^ NO 

00C§co5jl 

NM C-. v* I 


;s13j 

h"©C*<"so 7 


COSO 

O 60 

to tH 

<N 1 1 

Os 

83 

to 

to 

co CO 

© T 

CN 

4» 

1 

40 4* 4* 40 


Os'* 

to 00 CS Os On to 

|3 

®.9> 

N. Os 

00HO»O»<S , NO lO 

H N 

fO^eN CO 1 J NO so 

cn ©T 

escsT t oooo 

© 1 

cn 

th 1 ^ cn 

CN 


40 40 40 40 40 

0 

SS 

Os CO Os ^ fO*-< 

SOCN>«* | 1-1 , sOOs 

CN NO 

N- Os 

so 

OS^OO^H T*< 1 HH 

Os to 

no" no" 

oTr-T Y oToo 

©"*-H 

4* 

1 ^ cn 

40 40 40 40 40 

CN | 

0 

00 

HCO O 

00 

OS CN 

o 


«H to 1 


s© CN 

CO 7 

©" 

CN 

cn 1 


40 

0 0 

40 

SO 00 

N* co 

OO ^ CN so N* 00 *-t co 

co CO to CS Q CO , CSto 

«-* OS ^ 1 1 ^ oo 

O0 CN 
SON 

CM »H 

»o 00^ 

oo"'©" 

cn" 1 1 9 oV 

cn" t-T 


1 rf CN 

CN | 


0 0 0 0 0 

40 

CO nfh 

CN Tf 00 to *-< CN CN 

© ''f 

CO sO 

On so rJH >0 . Os »0 


*o ^ 

O^CO/H *-h to 1 i^co^ 

TT *—< 

nTt* 

co co T oTto 



1 rt< CN 

CN | 

40 

0 0 

40 

so © 
<© © 

SO CO NTH OS T#N SO so OO Tf 

NOOS’HrtOOCN . to ^ 

»-H CN 

SO CN 

^so 1 n*h 1 6pon 

SON. 

00"cN 

NO rf 1 7 *-T Os" co" 

1 1 | CN 

*o*>T 

CN | 

40 

0 0 0 0 0 

0 

58 

OscoOOOOtosOsO^-tco 
to N* co | NTH n. ^ O so 
* H ^ VC L 'O © c^to 

oo to 
co CO 

NIO^ 

co oo 

TjT co 

oo *-T »-T co" 

Os" 1 

»—< 

*-i l »o CN 

CN 

<4 

0 0 0 0 0 

0 

CO *-< 

CN NO 00 »0 CN SO CO 

RS 

COO 

COC^CO , CO ^ OS CN 


oo n- 1 ^to JL oo n- 


»o »o 

©s"*o" 7 1 7 

o"co" 

CM 

•H 1 tO CN 

CO 1 

40 

0 0 0 0 0 

40 


CN 

5 


00 

8 

4 


to 

Os 

cn 

l 

CN 

Os 

CO 

A 




APPENDIX III A 


Selected Examples of Companies that Paid Dividends 
Materially in Excess of Depression Earnings 

The earning deficiency reported arises when net income is 
less than interest and dividend payments. In case a company 
operated at a loss, payment of interest and dividends added to 
losses gives the earning deficiency. The reported deficiency does 
not represent a loss of current funds because expense and ex¬ 
penditure may differ greatly. 

Adjusted earning deficiency includes surplus and net worth 
reserve adjustments, some of which involve funds while others 
do not. Assets changed each period by the amount of adjusted 
retained earnings and represent long run business profits or 
losses, provided cost figures were kept in the accounts. The 
adjusted figures do not necessarily imply that funds were made 
available or depleted within the particular period, however. 

The vital question is, how did these companies meet the 
expenses, losses, and interest and dividend payments which 
were in excess of the current revenue produced? Which assets 
were liquidated to provide the funds? It is impossible to arrive 
at precise figures from data contained in reports to stockholders, 
but the procedure followed shows the relative amounts of 
liquidation in the various assets which provided funds to meet 
the earning deficiencies. 

The financial summary of each company is based upon 
balance sheet figures at important stages in the cycle. Assets 
were liquidated during the depression and the net liquidation is 
therefore an adjusted earning deficiency. In simple language, 
had earnings been great enough there would be no liquidation 
of assets. Hence, asset liquidation, either by explicit transaction 
or write-downs, needs to be accounted for. In most cases we can 
point out the approximate nonfund adjustments and by the 
process of elimination arrive at the amount of funds provided to 
meet the deficiency resulting from lack of adequate revenue. 
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In the tables of Chapter 3 the adjusted income after interest in¬ 
cludes only those adjustments to surplus reserves which seem 
clearly to involve accumulation or liquidation of funds during 
the period that affect dividend paying ability, whereas the finan¬ 
cial summaries in Appendix III are designed to account for all 
book values. 


Financial Summary 
Sears, Roebuck & Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-32, $ 23,823 
Earning Deficiency Reported, 1931-32, $ 8,626 

Retained Earnings Reported,* 1922-30, $106,939 
Retained Earnings Adjusted, 1922-30, $107,009 


Item 

1921 

1930 

1932 

1931-32 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 10,868 

11.9 

$ 9,868 

10.4 

$ 7,630 

15.2 

$ -2,238 

Liquid securities 

11,286 

12.4 

17,695 

18.6 

5,519 

11.0 

—12,17 6f 

Receivables 

52,579 

57.8 

37,248 

39.1 

20,097 

40 1 

-17,151$ 

Inventories 

53,327 

58.7 

63,501 

66.6 

52,027 

103.9 

-11,474 

Total current assets 

ITfflCSS 

140.9 

$128,312 

134.6 

$ 85,273 

170.2 

HI jHHTTH 

Current liabilities S 

37,157 

40.9 

32,984 

34.6 

35,177 

70.2 

WBSuSSSm 

Net working capital 


61.5 

$ 95,328 

47.4 


28.5 

$-45,233 

Securities 

3,932 

2.7 

5,583 

2.8 

33,175 

18.9 

27,591 

Sundry assets 



4,972 




-972 

Intangibles 


20.3 

10,000 

HXl 


■n 

-0- 

Plant assets 

22,928 

15.5 



78,398 

44.6 

-0- 

Total 

$147,703 

100.0 

$200,982 

100.0 

$175,668 

100.0 

$-18,614 

Unexpended depreciation 







6,700 

Total liquidation 







$ 25,314 

Stock retired 







1,491 

Deficiency accounted for 







$ 23,823 

Surplus reserves// 

$ 6,365 


$ 82,282 




$-26,214 

Losses 








Interest and dividends 





8,626 



Write-downs and 








adjustments 





17,588 








$ 82,282 




* 63 per cent of total net income. 

} Write-down, $6,533. 

Lou on collections. $3,733. 

Note that current liabilities became relatively a much greater equity by 1932. 
// Includes $2,392,000 stock dividends. 












































CORPORATE PROFITS 
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Financial Summary 
American Tobacco Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1933-36, $21,438 
Earning Deficiency Reported, 1933-36, $19,216 
Retained Earnings Reported,* 1922-32, $74,731 
Retained Earnings Adjusted, 1922-32, $73,906 


Item 

1921 

1932 

1936 

1933-36 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 


12 

$ 46,460 

28 

$ 19,502 

13 

$-26,958 

Receivables 

12,151 

13 

- BEf 

■m 

13,597 

9 

-2,503 

Inventories 

78,936 

86 

114,687 

70 

122,398 

85 

7,711 

Total current assets 

$101,941 

111 

$177,247 

108 

$155,497 

mm 

$-21,750 

Current liabilities 

10,296 

-11 

13,293 

-8 


Ka 

-2,596 

Net working capital 

$ 91,644 

51 

$163,954 

56 

$144,799 

51 

$-19,154 

Investments 

25,219 

14 

51,773 

18 

28,206 

10 

-23,568 

Intangibles 

54,099 

30 

54,099 

19 

90,848 

32 

36,749f 

Plant assets 

■'V... 

5 

20,502 

7 

17,609 

7 

-0- 

Total 

$180,165 

100 

$290,328 

100 

$281,462 

100 

$ -5,973 

Unexpended depreciation 







2,893 

Total liquidation 







$ 8,866 

New security issues 







12,570 

Deficiency accounted for 







$ 21,436 

Surplus reserves! 

$ 14,750 


$118,116 


$ 59,930 


$-58,186t 

Losses 








Interest and dividends 





19,215 



Write-downs and 








adjustments! 





38,971 








$118,116 



Add: Cost of brand name 








charged to surplus 







36,749 








$ 21,437 


* 24 per cent of total net income. 

t The company charged this item to earned surplus, but cash was paid for the brand names 
and there appears to be ample reason to regard the expenditure as a valid capital asset. 
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Financial Summary 
General Electric Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-33, $ 96,066 
Earning Deficiency Reported, 1931-33, $ 38,926 
Retained Earnings Reported,* 1922-30, $130,432 
Retained Earnings Adjusted, 1922-30, $186,927 


Item 

1921 

1930 

1933 

1931-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 39,889 

26 

$141,718 

70 

$ 60,902 

38 

$-80,816 

Liquid securities 

23,863 

16 

-0- 

-0- 

50,977 

32 

50,977 

Receivables 

54,830 

36 

41,677 

21 

18,341 

11 

-23,336 

Inventories 

74,447 

50 

76,769 

38 

49,220 

30 

-27,549 

Total current assets 

WTEfiGm 

128 

wmm 

128 

$179,440 

111 

$ 80,724 

Current liabilities 

42,704 

28 

57,726 

28 

17,830 

11 

-39.897 

Net working capital 

$150,325 

50 

$202,438 

45 

$161,610 

44 

$-40,827 

Investments 

75,326 

26 

KfjfP i 

45 

154,682 

43 

-50,128f 

Sundry assets 

1,697 

1 

. ? 


2,672 

1 

2,421 

Plant assets 

66,957 

23 

K! 

Hi 

42,242 

12 

- 0 - 

Total 

$294,305 

100 

$453,368 

100 

$361,207 

100 

$ 88,534 

Unexpended depreciation 







3,625 

Total liquidation 







$ 92,159 

Long term debt issued 







3,905 

Deficiency accounted for 







$ 96,064 

Surplus reserves 

Losses 

$ 84,106 


$228,105 


$132^039 


$-96,066 

Interest and dividends 





38,926$ 



Write-downs and sundry 








adjustments 





57,139 








$228,105 




* 3! per cent of total net income, 
t Write-down. 

1 Includes $26,440 RCA stock. 
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Financial Summary 
Chrysler Corporation 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1930-32, $35,377 
Earning Deficiency Reported, 1930-32, $29,420 
Retained Earnings Reported,* 1922-29, $65,935 
Retained Earnings Adjusted, 1922-29, $73,938 


Item 

1921 

1929 

1932 

1930-32 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 2,895 

21 

$ 36,978 

50 

$ 33,736 

66 

$ -3,242 

Liquid securities 

4,121 

30 

HE 

2 

8,867 

17 

7,137 

Receivables 

2,151 

16 

13,503 

18 

4,702 

9 

-8,801 

Inventories 


79 

39,987 

54 


40 

-19,782 

Total current assets 

$20,103 

146 

$ 92,198 

124 

$ 67,510 

132 

$-24,688 

Current liabilities 

6,279 

45 

18,928 

26 

16,395 

32 

-2,532 

Net working capital 

$13,824 

24 

$ 73,270 

mm 

$ 51,115 

42 

$-22,156 

Investments 

983 

2 

8,920 

1 - 


7 

260 

Sundry assets 

-0- 


-0- 


-0- 


-0- 

Intangibles ' 

25,030 

44 

25,000 

13 

-0- 


-25,000f 

Plant assets 

16,678 

30 

83,624 

44 

61,697 

51 

-0~ 

Total 

$56,515 

100 

$190,814 

100 

$121,991 

100 

$ 21,896 

Unexpended depreciation 







21,928 

Total liquidation 







$ 43,824 

Debt and stock retired 







8,447 

Deficiency accounted for 







$ 35,377 

Surplus reserves 

$ 613 


$ 67,292 


$ 31,916 


$-35,376 

Losses 





9,551 



Interest and dividends 





19,867 



Sundry 





5,958 








$ 67,292 




* 59 per cent of total net income. 
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Financial Summary 
Firestone Tire & Rubber Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1930-33, $11,188 
Earning Deficiency Reported, 1930-33, $ 5,418* 
Retained Earnings Reported,! 1922-29, $43,221 
Retained Earnings Adjusted, 1922-29, $35,226 


Item 

1921 

1929 

1933 

1930-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 5,889 

96 

mm 

38 

WFfEffl 

28 

$-15,719 

Liquid securities 

-0- 


—0— 




-O- 

Receivables 

12,181 

198 

17,188 

22 


28 

-3,283 

Inventories 

12,534 

203 

41,360 

52 

28,816 

57 

-12,544 

Total current assets 

$30,604 

497 

$ 88,586 

112 

$ 57,042 

113 

$-31,546 

Current liabilities 

24,443 

397 

8,537 

11 

6,563 

13 

-1,974 

Net working capital 

$ 6,161 

15 

$ 80,049 

52 


41 

$-29,572 

Investments 

7,413 

18 

11,516 

8 

9,443 

8 

-2,045 

Sundry assets 

6,617 

16 


7 


3 

-6,394 

Intangibles 

-0- 


-0- 


-- B ■ . • 


—0— 

Plant assets 

21,553 

51 


33 

58,945 

48 

7,861 

Total 

$41,764 

100 

$153,110 

100 

$122,962 

100 

$ 30,150 

Unexpended depreciation 







-0- 

Total liquidation 







$ 30,150 

Stock and debt retired 







18,959 

Deficiency accounted for 







$ 11,191 

Surplus reserves 

$16,873 


$ 47,954 


$ 36,615 


$-11,339 

Losses 








Interest and dividends 





4,638 



Sundry 





6,701 








$ 47,954 




* $4,825 charged to net worth reserves. 
158 per cent of total net income. 









































APPENDIX IIIB 


Selected Examples of Companies that Paid Dividends 

after Losses 


Financial Summary 
International Harvester Company 
(In thousands of dollars) 

Earning Deficiency Adjusted. 1931-34, $29,411 
Earning Deficiency Reported, 1931-34, $49,486 
Retained Earnings Reported,* 1922-30, $81,832 
Retained Earnings Adjusted, 1922-30, $94,105 


Item 

1921 

1930 

1934 

1931-34 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 8,362 

5 

$ 27,643 

12 

$ 28,807 

14 

$ 1.164 

Marketable securities 

823 

1 

2,653 

1 

34,311 

17 

SiKDrvLfl 

Receivables 

56,283 

37 

1 36,075 

61 

70,183 

35 


Inventories 


75 


mm 

92,268 

45 

-1,530 

Total current assets 

$179,554 

118 

$257,109 

114 

$225,569 

111 

$-31,540 

Current liabilities 

27,508 

18 

31,641 

14 

22,387 

11 

-9,255 

Net working capital 

$152,046 

63 

$225,468 

64 

$203,182 

64 

$-22,285 

Investments 

-O- 

-0- 

8,432 

2 

8,812 

2 

379 

Sundry assets 

4,087 

2 

551 

-0- 

547 

-0- 

-4 

Intangibles 



-0- 


-0- 


-O- 

Plant assets 


35 

117,708 

34 

104,341 

34 


Total 

$239,163 

100 

$352,159 

100 

$316,882 

100 


Unexpended depreciation 







13,368 

Total liquidation 







$ 35,278 

New capital issues 







-5,867 

Deficiency accounted for 







$ 29,411 

Surplus reserves 

$ 82,932 


$ 94,789 


$ 65,378 


$-29,411 

Losses 





5,295 



Interest and dividends 





45,312 



Sundry adjustments 


(inci 

rease)t 


21,196 








$ 94,789 




* 44 per cent of total net income, 
t Secret reserve for inventory prices restored to surplus. 
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Financial Summary 

Westinghouse Electric & Manufacturing Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-33, $55,414 
Earning Deficiency Reported, 1931-33, $38,576 
Retained Earnings Reported,* 1922-30, $62,458 
Retained Earnings Adjusted, 1922-30, $49,820 


Item 

1921 

1930 

1933 

1931-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 10,031 

mu 

$ 24,119 

24 

$ 14,468 

BS 

$ -9,651 

Marketable securities 

7,886 

Kfl 

8,541 

8 

12,719 

png 

4,178 

Receivables 

i^KXYTjK] 

mm 

37,206 

37 

16,591 

Hfl 

-20,615 

Inventories 


n 

46,331 

46 

32,983 

U: 

-13,348 

Total current assets 

$ 97,615 

113 

$116,198 

115 

$ 76,761 

108 

$-39,436 

Current liabilities 

11,400 

13 

15,187 

15 

5,451 

8 

-9,736 

Net working capital 

$ 86,215 

55 

$101,011 

44 

$ 71,310 

41 

$-29,700 

Investments 

17,029 

11 

57,682 

25 

36,904 

21 

- L 20,779f 

Sundry assets 








Intangible assets 

4,483 

3 

—0— 


—0— 


-0- 

Plant assets 

47,943 

31 

72,272 

31 

67,199 

38 

-0- 

Total 

$155,670 

100 

$230,965 

100 

$175,413 

100 

$-50,479 

Unexpended depreciation 







5,073 

Total liquidation 







$ 55,552 

New capital issues 







-139 

Deficiency accounted for 







$ 55,413 

Surplus reserves 

$ 44,608 


$ 97,650 


$ 42,237 


$-55,413 

Losses 





21,197 



Interest and dividends 








Write-downs and sundry 








adjustments 





16,836 








$ 97,650 




* 29 per cent of total net income, 
t Write-down $16,233,000. 
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Financial Summary 
B. F. Goodrich Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1930-33, $35,520 
Earning Deficiency Reported, 1930-33, $25,231 
Retained Earnings Reported,* 1922-29, $22,775 
Retained Earnings Adjusted, 1922-29, $12,364 


Item 

1921 

1929 

1933 

1930-33 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 


Cash 

$ 2,574 

5 


18 

$ 9,309 


$ -1,192 

Marketable securities 

43 

1 

-0- 


2,782 

RES 

2,782 

Receivables 

19,408 

39 

33,739 

57 

15,649 

35 

-18,090 

Inventories 

30,213 

62 

46,285 

79 

25,901 

57 

-20,384 

Total current assets 

$52,238 

107 

$ 90,525 

154 

$ 53,642 

119 

$-36,883 

Current liabilities 

3,621 

7 

31,605 

54 

8,426 

19 

-23,178 

Net working capital 

$48,617 

B 

$ 58,920 

45 

$ 45,216 

43 

$-13,706 

Investments 

4,447 

■ 

2,466 

2 

15,472 

14 

13,007 

Sundry assets 

-0- 


1,752 

1 

688 

1 

-1,065 

Intangible assets 








Plant assets 

32,116 

38 

67,600 

52 

44,587 

42 

-14,373 

Total 

$85,180 

100 

$130,737 

100 

$105,963 

100 

$-16,137 

Unexpended depreciation 







8,639 

Total liquidation 







$ 24,776 

New capital issues 







10,746 

Deficiency accounted for 







$ 35,522 

Surplus reserves 

$16,873 


$128,202 


$ -1,942 


$-30,144t 

Losses 





8,808 



Interest and dividends 





14,957 



Write-downs and sundry 








adjustments 





6,379 








$ 28,202 




* 30 per cent of total net income, 
t Discrepancy due to stock issues and revaluations. 
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Financial Summary 
United States Steel Corporation 
(In thousands of dollars) 

Earning Deficiency Adjusted. 1931-34, $246,840 
Earning Deficiency Reported, 1931-34, $213,638 
Retained Earnings Reported,♦ 1922-30, $332,577 
Retained Earnings Adjusted, 1922-30, $342,392 


Item 

1921 

1930 

1934 

1931-34 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 123,781 

25 

$ 126,741 

27 

$ 71,305 

19 

$ -55,436 

Marketable securities 

131,463 

27 


15 

54,626 

15 

-16,440 

Receivables 

72,683 

15 

57,513 

12 

36,832 

10 

-20,681 

Inventories 

241,504 

50 


69 

257,360 

71 

-65,693 

Total current assets 

$ 569,431 

117 

$ 578,373 

123 


115 

$-158,210 

Current liabilities 

84,249 

17 


23 

55,987 

15 

-52,887 

Net working capital 

$ 485,182 

22 

$ 469,500 

21 

$ 364,135 

17 

$-105,363 

Investments 

14,173 

1 


1 

16,358 

1 

-4,333 

Sundry assets 

54,799 


51,336 


13,259 

1 

-38,077 

Intangible assets 

55,907 

m 

66,816 

■q 

8,229 

1 

-58,587 

Plant assets 

1,644,795 

1 

1,677,327 

ia 

1,626,144 

80 

—21,000f 

Total 

$2,254,856 

100 

$2,285,671 

100 

$2,028,126 

100 

$ 227,360 

Unexpended depreciation 







30,184 

Total liquidation 







$ 257,544 

Capital retired 







10,705 

Deficiency accounted for 







$1246,839 

Surplus reserves 

$ 813,758 


$ 845,310 


$ 598,469 


$-246,841 

Losses 








Interest and dividends 





118,331 



Write-downs and sundry 








adjustments 













$ 845,310 




* 30 per cent of total net income, 
t Write-down $21,000. 
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Financial Summary 
Hudson Motor Car Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1929-34, $33,964 
Earning Deficiency Reported, 1929-34, $22,859 
Retained Earnings Reported,♦ 1922-29, $46,970 
Retained Earnings Adjusted, 1922-29, $47,469 


Item 

1921 

1929 

1934 

1929-34 

Increase 

or 

Decrease 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 1,290 

44 

$ 4,760 

19 

$ 2,576 

120 

$ -2,184 

Marketable securities 

-0- 


12,385 

48 

-0- 


-12,385 

Receivables 

1,041 

35 

3,862 

15 

745 

35 

-3,117 

Inventories 

3,558 

BQiP 

13,467 

53 

4,955 

232 

-8,512 

Total current assets 

$ 5,888 

199 

$34,474 

135 

$ 8,276 

387 

$-26,198 

Current liabilities 

2,926 

99 

8,865 

35 

6,138 

287 

2,727 

Net working capital 

$ 2,962 

24 

$25,608 

43 

$ 2,138 

8 

$-23,471 

Investments 

79 

! 

38 


152 

1 

114 

Sundry assets 

162 

1 

947 

2 

407 

2 

-540 

Intangible assets 








Plant assets 

9,059 

74 

33,276 

55 

22,567 

89 

-5,264 

Total 

$12,262 

100 

$59,870 

100 

$25,264 

100 

$-29,161 

Unexpended depreciation 







5,445 

Total liquidation 







$ 34,606 

New security issues 







-641 

Deficiency accounted for 







$ 33,965 

Surplus reserves 

$ 9,775 


$39,912 


$ 5,947 



Losses 





14,640 



Interest and dividends 





8,219 



Write-downs and sundry 








adjustments 





11,106 


33,965 






$39,912 




* 52 per cent of total net income. 







































APPENDIX IIIC 


Selected Examples of Companies that Paid No 
Depression Dividends 


Financial Summary 

American Cyanamid & Chemical Corporation 
(In thousands of dollars) 

Retained Earnings Adjusted, 1931-33, t$3,529 
Retained Earnings Reported, 1931-33, t$3,339 
Retained Earnings Reported,* 1922-30, $5,858 
Retained Earnings Adjusted, 1922-30, $2,347 


Item 

1921 

1930 

1933 

1931-33 

Increase 

Liqui- 








Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

or 

Decrease 

dation 

Cash 

$ 380 

El 

$ 2,533 

El 


El 

$ 3,314 
-3,017 

13% 

Marketable securities 

50 

ma. 

3,272 

■1 

Me 31 

■a 

E S 

Receivables 

136 

Bll' 

4,917 

S3 

§m H 

25 

-999 


Inventories 

1,901 

ml 

12,771 

Ka 

mm 

64 

-2,908 

IM 

Total current assets 

$ 2,469 

125 

$23,492 

126 

$19,883 

128 

$ -3,609 

-15% 

Current liabilities 

500 

25 

4,878 

26 

4,362 

. 

28 

-516 

-11 

Net working capital 

$ 1.969 

12 

HHg 


$15,522 

33 

$ -3,094 

-17% 

Investments 

5,280 

32 



5,791 

12 

4,170 


Sundry assets 





-2,530 


Intangible assets 

4,821 

30 

SMI 

21 

5,000 

10 

-12,130t 


Plant assets 

4,242 

26 

42,535 

51 

21,383 

45 

-21,151t 


Total 

Unexpended depreciation 

$16,312 

100 

$82,429 

100 

$47,695 

100 

$ 34,734 


Total liquidation 







$ 34,734 


Capital stock write-down 







28,558t 


Capital surplus reduction 
Debt increase 







10,7497 

1,045 


Net capital adjustment 
Excess of capital write¬ 
down over asset de¬ 
crease (retained earn¬ 







$ 38,262 








$ 3,528 


ings) 

Surplus reserves 

Reported income retained 

$ 3,291 


$ 4,197 


$ 7,724 


$ 3,527 




3,339 



Dividends and interest 





-0- 




Sundry adjustments 





188 









$ 4,197 





* 3d per cent of total net income, 
t Wnte-down against capital stock. 
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Financial Summary 
Baldwin Locomotive Works 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-33, $14,639 
Earning Deficiency Reported, 1931-33, $12,759 
Retained Earnings Reported,* 1922-33, $ 7,231 
Retained Earnings Adjusted, 1922-33, $ 66 


Item 

1921 

1930 

1933 

1931-33 

Increase 

or 

Decrease 

Liqui¬ 

dation 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 2,056 

6 

$13,454 

61 

$ 7,649 

B] 

$ -5,805 

-43% 

Marketable securities 

24,392 

71 

1,058 

5 

234 

■FI 

-824 

-78 

Receivables 

17,134 

50 

5,349 

24 

1,853 

14 

-3,496 

-65 

Inventories 

5,161 

15 

8,689 

39 

5,266 

40 

-3,423 

-39 

Total current assets 

$48,743 

142 

$28,549 


$15,001 

113 

$-13,548 

-47% 

Current liabilities 

14,379 

42 

6,459 


1,768 

13 

-4,691 

-72 

Net working capital 

$34,364 

51 

$22,090 


$13,233 

17 

$ -8,857 

-40% 

Investments 

4,429 

7 

12,824 


6,175 

8 

-6,649 

-52 

Sundry assets 

1,678 

2 

5,898 

6 

7,306 

9 

1,408 

24 

Intangible assets 









Plant assets 

27,079 

40 

52,880 

56 

50,406 

66 



Total 

$67,550 

100 

$93,692 

100 

$77,120 

100 

$ 14,098 


Unexpended depreciation 







2,474 


Total liquidation 









Capital retired 







$ 16,572 









1,935 


Deficiency accounted for 
















$ 14,637 


Surplus reserves 

$17,552 


$23,706 


$ 9,251 




Losses 





8,642 


$-14,455f 


Dividends and interest 









($3,416 interest) 





4,116 




Write-downs and 









adjustments 





1,697 









$23,706 



, 


* 18 per cent of total net income. 

t Difference of $182,000 due to revaluation of common stock and charges to created capital 
surplus. 
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Financial Summary 
Chicago Pneumatic Tool Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-34, $ 507 
Earning Deficiency Reported, 1931-34, $ 931 
Retained Earnings Reported,* 1922-30, $3,144 
Retained Earnings Adjusted, 1922-30. $ -51 


Item 

1921 

1930 

1934 

1931-34 

Increase 

or 

Decrease 

Liqui¬ 

dation 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 546 

■1 

$ 446 

6 

$ 305 

5 

$ -141 

-32% 

Marketable securities 

11 

HI 







Receivables 

1,017 

H3 

2,044 

27 

1,729 

27 

-315 

-15 

Inventories 

8,167 

Ea 

6,976 

91 

5,891 

90 

-1,085 

-16 

Total current assets 

$ 9,741 

117 

$ 9,466 

124 

$ 7,924 

122 

$ —1,542 

—16% 

Current liabilities 

1,405 

17 

1,801 

24 

1,407 

22 

-395 

-21 

Net working capital 

$ 8,335 

48 

$ 7,665 

40 

$ 6,518 

El 

$ -1,146 

-15% 

Investments 

33 


277 

2 

483 


205 

74 

Sundry assets 









Intangible assets 









Plant assets 

8,922 

52 

10,967 

58 

10,272 

60 


6 

Total 

$17,290 

100 

$18,909 

100 

$17,272 

100 

$ 941 


Unexpended depreciation 







695 


Total liquidation 







$ 1,637 


Capital retired 







1,129 


Deficiency accounted for 







am a 


Surplus reserves 

$ 4,642 


$ 4,593 




11 


Losses 







IBHI 


Interest 









Sundry adjustments 





bI 


■ 



* 33 per cent of total net income. 
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Financial Summary 
United States Rubber Company 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1930-33, $49,668 
Earning Deficiency Reported, 1930-33, $25,563 
Retained Earnings Reported,* 1922-29, $36,344 
Retained Earnings Adjusted, 1922-29, $16,232 


Item 

1921 

1929 

1933 

1930-33 

Increase 

or 

Decrease 

Liqui¬ 

dation 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 12,999 

16 


21 

$ 8,054 

20 

$ -8,746 

-52% 

Marketable securities 





139 


139 


Receivables 

43,714 

52 

42,453 

53 

16,653 

42 

-25,800 

-61 

Inventories 

76,942 

92 

57,500 

72 

25,254 

64 

-32,246 

-56 

Total current assets 

$133,655 

160 

$116,752 

147 

$ 50,099 

127 

$-66,653 

-57% 

Current liabilities 

49,931 

60 

37,304 

47 

10,778 

27 

-36,525 

-71 

Net working capital 

$ 83,724 

31 

$ 79,448 

29 

$ 39,321 

26 

$-40,128 

-62% 

Investments 


3 

27,103 

hi 

33,413 

22 

6,310 

23 

Sundry assets 

11,273 

4 

3,727 

i 

1,623 

1 

-2,105 

-56 

Intangible assets 



58,925 

22 



-58,925f 


Plant assets 

169,657 

62 


48 

77,586 

51 



Total 

$273,722 

100 

$270,588 

100 

$151,943 

100 

$ 35,922 


Unexpended depreciation 







23,798 

23 

Total liquidation 







$ 59,720 


Capital retired 







10,052 


Deficiency accounted for 







$ 49,668 


Surplus reserves 

$ 41,383 


$ 25,152 


$-24,514 


$-49,666 


Losses 









Interest 





14,852 




Write-downs 





24,047 





* 32 per cent of total net income, 
f Adjustment, $-58,925 omitted in totals. 
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Financial Summary 
Republic Steel Corporation 
(In thousands of dollars) 

Earning Deficiency Adjusted, 1931-34, $32,395 
Earning Deficiency Reported, 1931-34, $26,456 
Retained Earnings Reported,* 1922-30, $ 5,424 
Retained Earnings Adjusted, 1922-30, $ 7,058 


Item 

1921 

1930 

1934 

1931-34 

Increase 

or 

Decrease 

Liqui¬ 

dation 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Amount 

Per 

Cent 

Cash 

$ 1,292 

8 

$ 8,628 

21 


22 

$ -2,123 

-25% 

Marketable securities 









Receivables 

3,686 

24 

9,633 

23 

7,772 

26 

-1,861 

-19 

Inventories 

16,719 

■Ba 

38,997 

94 

28,981 

98 

-10,016 

-26 

Total current assets 

$ 21,698 

143 

$ 57,258 

138 

$ 43,258 

147 

$-14,000 

-24% 

Current liabilities 

6,517 

43 

15,877 

38 

13,751 

47 

-2,127 

-13 

Net working capital 

$ 15,180 

15 

$ 41,381 

n 

$ 29,507 

12 

$-11,873 

-29% 

Investments 


2 

19,648 

0 

18,294 

7 

-1,354 

*-7 

Sundry assets 

1,452 

1 

1,575 

■i 



-496 

-31 

Intangible assets 




m 





Plant assets 

81,754 

82 


n 

199,857 

81 



Total 

$100, ?96 

100 

$292,624 

100 

$248,737 

100 

$ 13,723 


Unexpended depreciation 







30,164 


Total liquidation 







$ 43,887 


Capital retired 







11,493 


Deficiency accounted for 







$ 32,394 


Surplus reserves 

$ 31,939 


$ 80,210 


$ 48,011 


$-32,199f 


Losses 





12,747 




Dividends and interest 









($13,278 interest) 





13,708 




Write-downs and sundry 





5,744 









$ 80,210 





* 12 j>er cent of total net income. 

t Capital surplus credits resulting from sale of treasury stock $195,000. 
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